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o maintain momentum,
wve will be responsive to
lient needs, protect and
enrich our intellectual
rapital, and enhance our
ncreasingly recognizable

brand position.

A Letter from the Chairman and Chief Executive Officer

Global Expansion

Both business segments contributed to, and bene-
fited from, our commitment to ongoing global
expansion. Acquisition investments and strategic
hires in Lendon led to new dispute, financial and
operations service offerings in the European market.
We developed a leadership position supporting
clients with financial and project advisory
services on Public Private Partnership initiatives,
which are becoming a global “hot topic.” We also
leveraged our deep industry expertise to assist
clients with addressing global regulatory changes
as well as in complying with evolving financial
reporting standards. Qur team, with offices in
Toronto, London and Hong Kong, consists of
more than 150 professionals. Qur work, driven by
strong client demand for an integrated solutions
provider, expands beyond these core offices, with
our professionals conducting engagements in more
than 34 countries in 2006.

Supporting Continued Growth

Our continued growth will be supported by several
macro economic trends, including:

- Globalization and standardization

* Activist global regulatory environment

+ Increased focus on risk management systems

+ Ongoing industry consolidations

During the next three years, the two segments
around which our Company is organized represent
a $35+ billion “business consulting spend” oppor-
tunity, with anticipated annual growth in excess of
10 percent. To maintain momentum, and capture
an increasing portion of this growing market, we
will be responsive to client needs, protect and
enrich our intellectual capital, and enhance our
increasingly recognizable brand position.

Looking ahead to the next several years, our

growth will be driven by five distinctive strategies:

* Attracting, retaining and developing the best talent

- Deepening our core/complementary service
offerings

* Extending our global platform

+ Completing accretive complementary acquisitions

* Driving brand preference in our primary target
markets

To support these priorities, we will deploy our cap-
ital subject to continuing attractive returns, and we
will make the necessary investments in our people
and systems to support the consistent organic
growth rates the Company has enjoyed.

Balancing Stakcholder Interests

Qur longer term success is contingent on our
ability to balance the interests of our three
primary stakeholder groups - our people, our
clients and our shareholders. The interests of
these three groups are at the forefront of every
decision we make.

In the latter part of 2006, we focused intensely on
engaging our professionals relative to their key
concerns. Their thoughts and insights provided a
guide for our management team in continuing to
meet their personal and professional growth and
development needs, In 2007, we will make addi-
tional investments in our people, while also
seeking to create even stronger relationships with
our clients. By continually engaging our profes-
sionals and our clients in a way that allows us to
understand their perspectives, we can align our
long-term growth strategies with their needs,
which will support providing long-term value

creation for our shareholders.

Over the past five years, we have taken measured
steps to secure our place as a leading dispute,
financial and operational advisory firm. Qur
success is a result of the hard work and
dedication of our people, our established client
relationships, and the confidence the investment
community has placed in us. As we look to the
future, we are optimistic about our opportunities
for continued success. We have a solid platform.
We remain positioned in front of strong demand
drivers. And we are confident we have the right
professionals to capitalize on these opportunities.

WA W

William M. Goodyear
Chairman and Chief Executive Officer
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A Letter from the

Chairman and Chief Executive Officer

The mission of Navigant Consulting is simple:
to provide advice, information and solutions
that make a positive difference for our clients,
Our ability to successfully deliver on our
mission has resulted in sustainable growth for
our Company. Over the last five years, we
have generated a 24 percent compounded
annual revenue growth rate. Qur headcount
has nearly doubled. And the number of
engagements generating in excess of $1 mil-

lion in fees has increased threefold.

Our results in 2006 reflect a continuation of
these trends and our strong market position.
Year over year revenues increased by 18 per-
cent, ending the year at $682 million, and we
maintained attractive profit margins. Our
headcount expanded to more than 1,800
consulting professionals, including doubling
the size of our team in London. Our strong
cash flow throughout the year - nearly $90
million - allowed us to invest in our people,
and expand our service offerings, while
maintaining a strong balance shect with

minimal leverage.

Core Business Segment Growth

Qur performance in 2006 benefited from
steady market demand in both of our core
business segments.

The Dispute, I[nvestigative & Regulatory

Advisory segment experienced strong client

demand across multiple service lines, driven
in part by an ongoing, activist regulatory
environment, Qur experience in large com-
plex litigation matters, coupled with our
extensive forensic accounting capabilities,
resulted in Navigant professionals being
retained on more than 50 employee stock
option backdating matters. Our infrastructure
disputes team was actively engaged in multi-
ple large scale global construction matters,
and we extended our involvement assisting
clients with addressing international arbitra-
tion and Foreign Corrupt Practices Act
(FCPA) matters.

Our Business, Financial & Operations
Advisory segment benefited from several
cross-practice collaboration opportunities,
which allowed us to bring insightful solutions
to our clients. Our professionals provided
operating and technology support for merger
integration efforts, including defining target
operating models and serving in an advisory
role through all aspects of integrations. We
provided accounting policy advisory services,
including compliance assessments, restate-
ment reviews and initiatives to better enhance
accounting and financial reporting processes
across a variety of industries. We also gained
increased traction in our actuarial services
practice, combined with higher demand for
our insurance and reinsurance industry

expertise.




Navigant Consulting

Navigant Consulting is a global
consulting firm providing dispute,
investigative, operational, risk
management and financial advisory
solutions to legal counsel, government
agencies and companies experiencing

regulatory or structural change.

Financial Highlights

Results of Operations 2006 2005 2004
Total revenues (in thousands} $681,745 $575,492 $482,119
Full Time Equivalent (FTE) consultants at year-end 1,871 1,705 1,523
Average FTE consultants during the year 1,759 1,608 1,319
Annual gross revenues per FTE consultant $387,700 $357,900 $365,500

Select Case Studies

Stay the Course
A private equity firm sought to align old business practices with the new realities of SEC com-
pliance. They turned to Navigant Consulting for guidance,

Our tasks? Review existing business activities, operations/IT infrastructure, compliance poli-
cies and identify potential risk areas. Pinpoint the areas requiring change. Implement the changes
focusing on the firm's technology infrastructure and records retention procedures. And then,
with these changes in place, provide ongoing compliance monitoring suppott, including how to
in-spurce technology support and monitor compliance risk.

Define your path to success. Turn to us for direction[s].

All Together Now

When a $2 billion public company got the news the SEC was launching an investigation into its
accounting practices, counsel immediately turned to Navigant Consulting to assemble an inte-
grated, multi-disciplinary team.

By tapping an integrated team of subject matter experts, a multitude of issues were addressed
quickly and accurately. Our forensic accountants analyzed accounting data. Our Discovery
Services group sifted through terabytes of electronic data. Our construction specialists valued
the company’s equipment. And our corporate finance team assessed the company’s intangible

assets, including the customer service relationships it had gained through its many acquisitions.

Get the right team of specialists working in tandem. Turn to us for directionfs].

Power To Improve

Facing tremendous scrutiny during an earnings restatement, a mortgage finance company
recognized a need for extensive reengineering of its finance and accounting operations. The
company required a team of multidisciplinary experts who understood critical areas of the finance
function. Pairing our industry expertise with our deep finance and accounting skills, Navigant
Consulting mobilized a team and began transforming the company’s accounting processes and
systems in order to implement timely, accurate and sustainable solutions.

These new solutions have enabled the company to provide critical financial information in a
cost effective and efficient manner. In addition, the team was able to leverage their expertise to

expand and improve the quality of the company's internal management reporting processes.

Propel your company to improved performance. Turn to us for direction|s].
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(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934
For the ﬂscal year ended December 31,2006 _
o - OR '

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934
Cornmtsston File No. 0-2883¢

Navigant Consulting, Inc.

. (Exact name of Registrant as specified in its charter)

i Delaware oL 36-4094854
{State or other jurisdiction of R _ (LR.S. Employer

incorporation or orgamzatlon) o ' ; ’ Identlﬁcﬂtton No.)

615 North Wabash Avenue, Chicago, Illinois 60611

(Address of principal executlve offius, including zip cod_e)

(312) 573-5600

(Registrant’s telephone number, including area code)

Securities regtstered pursuant to Section 12(b) of the Act

“Title of each class ’ a'» . o Name of each exchange on which regtstered
Common Stock par value $O 001 per share L ) 7 New Yor‘krStock Exchange :
Preferred Stock Purchase nghts L e - New York Stock Exchange :

.

- Securities reglstered pursuant to Section 12(g) of the Act' None

. Indicate by check mark if the registrant is a well known seasoned issuer, as defined-in Rule 405 of the Secuntles

- Act. YES [X] No[] S - : . ;

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of
the Act. YES [] NO :

Indicate by check mark whether the Regnstrant (1) has filed all reports required to be filed by Section 13 or 15(d)
of the' Securities Exchange Act oﬂ 1934 during the preceding 12 months, and (2} has been subject to such filing
requirements for the past 90 days. YES [X] NO 0o~ .

Indicate by check mark if dlsclcsure of delinquent filers pursuant to Item 405 of Regulation S K is not contained
herein, and will not be contained, tothe best of Registrant's knowledge, in a definitive proxy or information statements
'lncorporated by reference in Part III of this Form 10-K or any amendment to this Form 10- K |

lndlcate by check mark whether the nglStl’allt is a large accelerated filer, an accelerated filer, or a non-accelerated

" filer. See definition of |“accelerated filer and large accelerated filer” in Rulé 12b-2 of the Exchange Act.

Large Accelerated Filer X} - Accelerated Filer [] Non-Accelerated Filer O

Indicate by check mark whether the registrant is.a shell company (as defined in Rule 12b-2 of the Exchange
Act). YES [ "NO :

As of March 1, 2007 approx1mately 54.3 million shares of the Registrant’s common stock par value $0 001 per
share (“Common Stock”) were outstandmg The aggregate market value of shares of: Common Stock held by

- non-affiliates, based upon the closing;sale price of the stock on the New' York Stock Exchange on June 30, 2006 was

approx1mately $1.0 bllllOl‘l The Registrant’s Proxy Statement for the ‘Annual Meeting of Stockholders, scheduled to be
held on April 27, 2007, 1s mcorporated by reference into Part I] of this Annual Report on Form 10-K
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. . .
Statements included i in/ thlS Annual Report on Form ]0-]( wh1ch are not- ‘historical in nature, are intended to
be, and are hereby identified as “forward-looking statements” for purposes of the; Private Securities: «Litigation

Reform Act df 1995, Such atatements appear in a number. of places in this report; including, without limitation,.

" Item 7, “Management s Dtscussmn and Analysis of Financial Condition and Results of Operations.” When used
in" this report the words ! ant:crpate " “believe,” “1ntend . “estimate,’ “expect,” and similar expressions are
_ intended to identify such forward- looking statements. The Company ‘cautions readers that there may be events in
the future thdt the Compan'y is not able to accurately predict or control and. the information contained in the
forward- Iookmg statements is inherently uncertain and subject to a number of risks that could cause actual results
to differ matel,rlally from those indicated in the forward- lookmg statements mcludmg w:thout limitation: risks
inherent .in mtemalronal operauons pace, timing and integration of acquisitions; management of professional
staff, 1ncludmg dependence|on key personnel, recruiting, attrition and the ability to successfully integrate new
consultants mto the ‘Company's practices; utilization rates; dependence on the.expansion of and-the.increase in
the Comp.my $ service offermgs and staff, conflicts of ‘interest; potential loss of cllems risks inherent with
litigation; significant client aSSIgnments professional liability; potentla] legislative and- regulatory changes; and
general economic conditions. Further information on: these and other potential factors that could affect the

" Company'’s financial-results|is included in this Annual Report on:Form 10-K and prior filings with the SEC under )

1
the “Risk Factors -sectionsjand elsewhere in those filings. The Company cannot guarantee any future results,
levels of actwlty, ‘performance or achlevement and also undertakes no obligation. to update any of its forward-
looking statements. . : : .

Item 1. Bust‘uess.

General

_Navigant. Consulting, Inc. (NYSE:, NCI) is an independent specralty consultmg ﬁrm combmmg deep
industry expertise and lntegrated solutions to assist companies and their legal counsel in addres';lng the
challenges of uncertainty’ and risk, and leveraging opportunities for overall busingss model improvement.
Professional services 1nclude dispute, investigative, operational and business advisory, risk .management and

1
regulatory advisory, and transactlon advisory. solutions. “Navigant” is a service mark of Navigant.International,

Inc. Navigant! Consulting, Inc. (NCI) is not affiliated, associated, or in any way connected with Navigant

International, Inc and NCI's'use of “Navrgant is made under llcense from Navigant International, Inc,

The Company is a Delaware corporation headquartered in Chrcago lllmo1s The Company s executive
office is located at 615 Nonh Wabash Avenue, Chicago, Illinois 60611, Its telephone number is (312} 573-5600.
T'he Company s cominon stock is traded on the New York Stock Exchange under the symbol “NCI" o

o - IR - L

(a) General Development of Busmess - - S S

The Company. had its 1mual public offenng in 1996 and'three subsequem publtc offenngs one in 1997 and
two in 1998. Smce then, theCompany has grown its business through récruiting and retention efforts combined
with acqursmons of selective firms that were complementary to its existing businesses. As of December 31,

12006, the Company had 1nc'reased its international presence with the acqu1snt10ns of LAC, Lud. (“LAC™) in
Aungust 2005, land Precept Programme Management Limited (“Precept”) in March 2006, which are based in
Canada and the United Krngdom respectively.

fb) Financial Informiation about Business Segments

+

The Company is orgamzed in two business segments Dispute, Investigative & Regulatory Adv:sory,

|
Services, and llBusmess Fmancra] & Operations Advisory Services: The Company evaluates the segments’
performance and allocates resources based upon the operaung results and. prospecuve returns of the business
segments. : -




The Dispute, Investigative & Regulatory Advisory Services business segment provides’ consultmg services
to a wide range of clients’ facing the challenges of dlsputes litigation, forensic investigations, discovery and
regulatory compllance The clients “of the Dispute, lnvesugatwe & Regulatory Advtsory Services business®
'_ segment often include corporale counsels taw firms, corporate boards and- special commlttees The Business,
Financial & Operations 'Advisory Services business segment provides strategic, operatrona] ‘financial and
techinical management consulting services, as .well as claims advisory servrces to the management of businesses
in a-variety of  industries, including the healthcare, energy, ﬁnancml and i insurance industriés. In accordance with
the disclosure requlrements of Statement of Financial Accountmg Standards (SFAS) No.- 131, “Disclosures about
Segments of an Enterpnse -and Related Information, " the’ Company identified these busmess 'segments as
reportable segments oy N -

: '

Durmg 2006, the Company reevaluated the servrces and sales channels of its financial and valuation
advisory services business and its claims advisory business, and included the operatmg results of such businesses
in the Business, Fmanc:lal & Operatrons Advisory Servrces segment. The financial and valuauon advisory
services.business, prior to'the third: quarter of 2006, and: the claims advisory business, prior to the first quarter of
2006, were previously reported in‘an other services category Prior comparative’ segment data has been restated to
ref'lect these changes. . @ “ .

“ . - .

) ,’T. - - - '. N * - | H - .
- Segment operating revenues, and segment operating profits (together with a reconciliation to operating
mcome) attributable to-each segment for each of the last three years are set forth in note 4 in the notes to the -
Company ] consohdated ﬁnancml statements. : T

. The relatlve percentages of revenues attributable to each segment were as follows: .
' ‘ 2006 2005 2004

Dispute, Investigative & Regulatory Adv1sory Servxces ......... o .. 467% 438% 4449
Business, Financial & Operations Advnsory Services. .. .. AP C'533%° 56.2% 55.6%

" Total ..... N Bl IR e, PR 100.0% 100.0% 100.0%

. The relative percentages of operatmg profits attnbutable to each segment were as follows
: 2006 ' 2005 © 2004

Dispute, Investigative & Regulatory Advisory Service's .......... S | 524% 49.5% 49.3%
Business, Financial & Operations Advisory, Services ...... e 476% 50.5% 50.7%

Total ..o P FRTIR e 100.0% 100.0% 100.0%

2006 2005 2004

: ‘Dispulc"lnvestigatiye & Regulatory Advisory Services ... ... S 43.8% 42.6% . 41.0%

Business, Financial & Operatlons Advrsory Services ........iiii..., 349% 34.0% 33.6%
Total segment operatmg profit.......... e P L. 7391% 378% 36.9%

The information presentéd above does not necessarily reflect the results of segment operations that would
hkave occurred had the segments - -been stand-alone businesses. Certain unallocated expense amounts, related to -
specific reporting segments, have been.excluded from the segment operating proﬁt to be consistent with the
1nformatlon used by managemenl to evaluate segment performance -

The Company maintains and evaluates its- accounts receivable and both goodwill and intangible assets on a
segment basis, which are set forth in note 9 and note 5, ‘respectively, in the notes to the Company $ consohdated

financial statements. Other asset accounts are not maintained on a segment basis.
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(c) Narrative Description of Business.

Overvrew

.

- The Company markets its servrces directly to senior and mid-level executives mcludmg corporale counsels
law firms, corporate boards, corporate executives and special committees. A variety of business development and
markettng channels are -used to communicate directly with current and prospective. clients, .including on-site
presentations, industry sernmars and industry-specific articles. New -engagements are sought and won by the
Company’s semor and mid-leve! consultants. Future performance will continue to depend on the consultants’
ability to w1ri1 new engagements. . B PR )

4

A srgmﬁcant portion of new busmess arises from prior client engagements In addition, the Company seeks
to leverage lts client relatlonshlps in one business segment to cross sell existing services provided by the other
segment. Cl1ents frequently expand the scope of engagements during delivery to include follow-on,
complementary activities, In addition; an on-site presence affords the Company’s consultants the opportumty to
become aware of, and 1o help deﬁne additional pro_|ect opportumtres as they are rdennﬁed

1IN

The Company denves its revenues pnmarrly from fees and retmbursable expenses for professional services.
A substantial majority of the Company's revenues are generated under hourly rates billed on a time and expense
basis. Cllents are typically, invoiced on a monthly basis, with revenue recognized:as the.services are provided,
There are also client engagements where.the-Company is paid a fixed amount for its services, often réferred to as
fixed fee blllmgs This mayrbe one single.amount covering the whole engagement or several amounts for. various
phases or functions. From time to time, the Company earns incremental revenues, in addition to hourly or fixed
fee brllrngsi which are contingent on the attainment of certain contractual milestones or objectives. Such
incremental fevenues may|cause variations in quarterly revenues and operating resuits if all other revenues and
expenses dunng the quarters remain the same. : ‘
The Company 5 most srgmﬁcant expense is cost of services before reimbursable expenses, which generally
relates to costs associated with generating revenues, and includes consultant compensation and benefits, sales and
marketing’ expenses and the direct costs of training and.recruiting the consulting staff. Consultant compensation
consists of salanes incentive compensation and benefits. The Company's most significant overhead expenses are
admtmstratrlre compensation and benefits, and office related expenses. Administrative compensation includes
payroll costs for corporate|management and administrative personnel, which are used to indirectly support client
projects. Ofﬁce‘_related expenses primarily consist of rent for the Company’s primary,office locations. - ..°

¢

Service Offerings

The Colmpany provides wide and varied service offerings to its broad client base. The Company considers
the followmg to be the Company’s key professional services: dispute, investigative, financial, operational and
business adv1sory services, risk management and regulatory advisory services, and transaction advisory solutions
services. : _ .

[
" Industry Sectors T

The Company provides services to and focuses on industries undergomg substantial regulatory or structural
change. The Company’s service offerings are relevant to most industries and the public sector. However, the
Company has significant! industry-specific knowledge and a large client base in the construction, energy,
financial, insurance and healthcare industries. Additionally, the Company has a strong client presence in the
public sectdr 1ncludmg federal state and local governmental agencies. The Company has a long history of work
for defendarltts insurers and reinsurers in product liability fields. ‘

[N
B
Human Capital

As of |December 31! 2006 the Company had 2,475 employees, including 1,871 Full Time Equlvalem
(“FTE”) consultants. Revenues are primarily’ generated from services performed by the Company’s consultants;
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therefore, success depends in large part on attracting, retaining and motivating talented, creative and experienced
professionals at all levels. In connection with recruiting, the Company employs internal recruiters, retains
executive search firms, and utilizes personal and business contacts to recruit professionals with significant =
subject matter expertise and/or consulting experience. Consultants are drawn from the industries the Company
serves, accountmg and other consultmg organizations, ind top rated colleges and uhiversities. The Company
seeks to retain its consultants by. offenng competttlve packages of base and mcentwe compensatton equity
ownersh:p, and benefits, - - : ) :

' o
N

- Independent contractors supplement the Company’s consultants on certain engagements. The Company has
found that the practice of retaining independent contractors on a per-engagement basis provides ﬂex1blllty in
adjusting professmnal personnel levels in response to:changes in demand for the Company ] professronal
services. : :

~ In addition to the employees and-independent contractors discussed above the Company has acquired and
seeks to acqu:re consulting businesses to add highly skilled professionals and enhance the services offered by the
Company. The Company believes that the strategy of selectively acquiring consultmg busmesses and: consultmg
capabtlltles strengthens its platform, market share and: overall operatmg results

In connection with recrurtmg activities and busmess acqutslttons the Company’s pohcy is to obtain
non-solicitation covenants from senior and some mid-level consultants. Many of these covenants have
restrictions that extend 12 months beyond the cessation of employment. The Company utilizes these contractual
agreements and other agreements to reduce the risk of attrition and to safeguard the Company’s extstmg cltents
staff and projects. - . :

The Company contmually reviews and adjusts, if needed the consultants’ total compensation, : whtch
includes salaries, annual cash incentive compensation, and other cash and equity incentives from certain
Company programs, to ensure that the consultants’ compensation is competitive within the industry, is consistent
with the Company’s performance and provides the Company the ability to achieve target proﬁtabtlny levels: The
Company’s compensation structure is reviewed and approved by the Compensation Committee of the Company’s
Board of Directors. The Company s bill rates to clients aré tiered in accordance with the experience-and levels of
the consulting staff. The Company monitors and adjusts those bill rates according to the supply and demand of

.the then-current market condmons for the servn:es offerings and within the various industries served by the

K}

Company R A

-

In addition, the Company’s compensation program requires certain senior consulting leaders to receive
payment of a portion of their compensation in restricted stock instead of cash and the Company has also
establtshed equity ownersh1p requirements for its senior level employees. ‘ :

Competition

" The market for consulting services is intensely competitive, highly fragmented, and subject to rapid change.
The market includes a large number of participants with a variety of skills and industry expertise, including
general management and information technology consulting firms, as well as the global accounting firms, and
other local, regional, national, and international firms. Many of these companies are global in scope and have
greater personnel financial, technical, and marketing resources than the Company. The Company believes that

“its mdependence expenence reputation, industry focus, and broad range of professnonal servrces will enable it to

compete effectwely in the consulttng marketplace.

. (d) Other Matters .

Concentration of Revenues

Revenues earned from the Company s top 20 clients amounted to 23 percent 26 percent and 31 percent of
total revenues for the years ended December 31, 2006; 2005 and 2004, respectively. There were no clients that

N - -
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u

accounted for more. than 5 percent of the'Company’s total revenues for the years ended December 31 2006 and

-+ 2005. The Company had one client from its:Dispute, Investigative & Regulatory Advisory Services segment that -

_accounted for more than 5 percent of the'Company’s total revenues for the year ended December 31, 2004. The
'mlx of the C?mpany $ largest clients may change from year to year. : . .

b . o, T 2 O
- - e e [ .

Intemanonal Operanons - . " e e 1

o

The Company has offices in Canada China;*and the United ngdom In addrtlon the Company has ‘clients

) .
based in the United States of Anlerica that have international operauons ‘No country, other than the United States

of America, :accounted for Irnore than 10 percent of the Company’s total annual revenues in any of the three years
ended December 31, 2006 The Company's foreign subsidiaries, in aggregate represented approximately 9
percent or $61.8 mllllon of the Company 5 total revenues in 2006 compared to less than 5 percent for 2005 and
2004

Y
New York Stock Exchange Disclosures Sl

Y

The names of the Corhpany $ drrectors are Thomas A. Gildehaus, William M. Goodyear Valerle B. Jarrett .
Peter B. Pond Samuel K. Skinner and James R. Thompson. The members of the Audit Commntee of the Board .

‘of D1rectors are Messrs Gildehaus. (Chairman), Pond, Skinner, and Ms. Jarrett: The members of the
Compensauon Committeé| of. the Board of Directors are Messrs.. Skinner (Chalrman) G1ldehaus Pond, and
Ms. Jarrett.| The members of the -Executive Committee of the Board of Directors are Messs. Goodyear
(Chairman),|Skinner. and Thompson The members of the Nominating and Govemance Committee of the Board
of Directors are Ms, Jarrett (Chairman) and Messrs. Skmner and Glldehaus The name of the Reglstrant s transfer
agent and reglstrar is LaSalle Bank. '

The ch:ef executive ofﬁcer of the Company ‘has certified to the New York Stock Exchange that he is not
aware ‘of any violation by|the Company of New York Stock Exchange corporate governance listing standards.
. The Company s chief executlve officer and chief financial officer- have filed with the’ SEC thetr respective

cemﬁcauons in Exhibits 3l 1-and 31.2 of this Annual Report on Form 10-K in response to Sectton 302 of the

Sarbanes-Oxley Act of 2002.

e
. . - R

Available Information

. . Investors can obtain access to annual reports, quarterly reports, current reports on Form 8~K and corporate
governance documents n'lcludmg board committee charters, corporate governance gu1delxnes and codes of
business standards and; ethlcs and the Company s transfer agent and registrar through the Company s website
free of charge (as soon a$ reasonably practicable after reports are filed with the SEC in the case of periodic
_reports) by|going to wwlv navngamconsultmg com and searching undér Investor Relations/SEC Filings. The
- materials are also avatlable in print to any shareholder upon-request. Such requests should be submitted to:
Navigant Consultmg, Inc. l615 North Wabash Avenue, Chlcago [linois 6061 1, Attention: Mary Rosinski.

3t ¥

Item 1A. Risk Factors

In addmon to other mformanon contained in ‘this Annual Report on Form' 10-K and in the documents

|ncorporated by reference herein, the following risk factors’ should be considered carefully in evaluatmg the, :

!
Company and its busmess Such factors could have a. significant |mpact on the Company s business, operatlng
results and f nancial condltron :

The Company s inability tl‘o retain ana’ as necessary, strengthen its execut:ve management team wou!d be,
demmental to the success of our business. et :

The Company relies heavily on a small group of senior executives and retatnlng thelr services is important
* to our future success. As the Company continues to expand, the executive management will face increasing

7




challengés'and the possible need to.supplement or expand the existing team, as well as put'in place'a necessary
succession plan. Any failures in this regard could 1mpacl among other factors, the Company s revenues, growth

1

and proﬁtablhty v . ‘ e

The Company’s inability to retain h:ghly skilled cansultmg professwnals could have a matenal adverse effect
on the Company. ) . ;

The Company relies heawly on its consulting staff and management team, The Company’s success depends,

- in large part, on its ablhty to, hire, retain, develop and motivate highly- skilled professionals. Competition for
these skilled professionals is ‘intense and the Company’s inability to hire, retain and motivate adequate numbers
of consultants and managers could have a serious effect on its ability to meet client needs. A loss of a significant
number of its employees could have a serious negatwe effect on the Company

-

The Company’s proﬁtability will suffer if it is not able to maintain current pricing and utiliaatg'on rates.

The Company’s revenues, and thereby its profitability, is largely a function of the bill rates charged to
clients and the number of hours the Company’s professionals work on client engagements, defined as the
“utilization” of its proféssionals. Accordingly, if the Company is not able to maintain’ the. pr1c1ng for its services
or an appropriate utilization rate for its professionals, revenues, project proﬁl margms and the Company’s
profitability will suffer. Pricing pressures could result in changes in pricing policies and project profit margms
Bill rates and utilization rates are affected by a number of factors, including: .

* Management’s-ability to predict future demand for services and maintain the appropnate headcount
without significant underutilized personnel; .

. Management s ability to transition employees from completed projects to new engagements; -
* " The Company’s clients’ perceptions of its ability to add value through its services;

- 1y
* The pricing of services rendered by the Company’s competitors;

« The market demand for the services provided by the Company;
. ,

* The Company’s ability to manage attrition rates; and
*+ Management’s ability to manage significantly larger and more diverse workforces as the Company
increases the number of its professionals and executes its growth strategies.

The Company’s use of equ:ty-based compensation could impact its ability to attract, retain and motivate key
employees, if the Company’s stock price declines,

Any excessive volatility or.decline in the market price of the Company s common stock could 1mpalr the
Company’s : ability to use equity- -based .compensation to attract, retain and motivate key employees.
Compensatlon and retention related issues represent a continuing challenge for the. Company

The Company Jaces sigmﬁcant challenges in achieving and managing growth. Failure to meet these
management challenges could have a material adverse effect on the future profitability of the Company.

The increased scale and complexity of the Company’s businesses may require additional management
systems that the Company may not be able to,implement in a timely manner. The challenges of achieving and
managing sustained growth may cause strain on the Company’s management team and the Company’s systems
If the Company is unsuccessful in meeting these challenges, this miay impair the Company s financial results,
competitive position and ability to retain its professwnals .

The Company may be exposed to potential risks if the Company is unable to achieve and mamtam ejfecuve
internal controls. - ‘ - ‘ -

In the course of. management’s evaluation of the effectiveness of the Company’s intemmal control over
financial reporting as of December 31, 2006, the Company identified one material weakness, as described in
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Item 9A, Controls and Procedures If the Company fails to: achleve and mamtaln adequate intérnal controls over
~'financial reporting or farlsi 1o lmplement necessary new or rmproved controls that provide reasonable a‘;‘;urance
of the reltabtllty of ‘the, ﬂnanc1al reporting and preparation of our ﬁnancral statements for external use, .the
Company may fail to meet its pubhc [feporting requirements on a tlmely basis, or be unable to adequately report:
on its busmess and the results of operations. This'¢ould have a’ materlal adverse effect on the “market prlce of the
Company’s stock. Finally, the inherent limitations of internal control over financial repomng may not prevent or.
detect ‘all misstatements or fraud, regardiess of the adequacy of -those controls.” Also, prOJectrons of any
evaluanon t:)f effectlvenes:s of controls to future periods are sub_]ect to the sk that controls may “becomé
: madequate because’ of changes 1n condmons or that the degree of compllance wrth the pohctes or procedures

may deteriorate. . , o o
. S o ’ 3"

‘ Regulatory and legrslanve changes affectmg the Company, rts cltents compeutors or staff could have an
impact on the Compan y's busmess

Many of the Company ] cllents are in highly regulated industries. such as the' healthcare energy, ﬁnancral
institutions and 1nsurance|1ndustrles Regulatory and. legrslauve changes in these mdustrles .could lmpact the
market for the Company’s service offerings and could render its current servrce offenngs obsolete In addition,

i
regulatory and legislative changes could impact the competition. for consultmg services: This change could either 7

increase or decrease the Company 5 competmve position compared w1th the Company s competltors

; - " : .A‘ " . h
The Company s client engagements are generally short term in nature less than one year, and may be
terminated.. The Company s inability to attract busmess from new or extstmg chents'fcould have a material

adverse e)ffeet on the Compony L R N S
ih": Lo "._V,J: . s

The Ccl)mpany s, lnabilhty to contmually replace a stgmﬁcant portion of currént engagements with new
engagements would have an adverse effect on the Company’ 's ability to meet its current and future commitments.
‘Many (l)f the client éngagement agreements ¢an be terminated by the Company;s clients with litile or no
notice and without penalty. For example, in engagements related to litigation, if the litigation is settled, our

‘engagement|for those services usually is no longer necessary and i is'promptly. termmated The Company also, is
y 2 ry promp! .

retained by clients where the work involves multiple” engagements or stages. In such engagements there is a risk

“that a cllent!may choose ntot to retain the Company for additional stages'of an engagement or that a client will -
cancel or delay additional lplanned engagements. The Company’s engagements are usually relanvely short-term
in comparison to its office- related expenses and other mfrastructure commrtments

Add1t1onally, the above menttoned factors limit the Company s ablltty to predlct future revenues and
required professional stafﬁng If the Company inaccurately predicts its future revenues or professional stafﬁng
needs, this can |rnpact its ﬁnanc:al results. _ i

- . Y . )
The Company s client engagements and revenues are frequently event-dnven and therefore dlff cult to
' forecast. S . : A

o ,
In the past, thé Company has denved stgmﬁcant revenues from events ag mherently unpred1ctable as the
California energy crisis; the Sarbanes Oxley ‘Act of 2002, and Hurrlcane Katrma Such-events, 1n addition to
being unpredlctable oftenL have impacts that decline over t1me as cltents adjust to and compensate for such
challenges.- These factors |limit the Company s ability to pred1ct future revenues and, requrred profess1onal
stafﬁng, which can 1mpact its ﬁnancral results. : - .

. i
~t BEIER

The Company has mvested in specraltzed systems, proeesses and mtelleetual capital for which the Company
‘may fail to recover its mvestment or which may become obsolete. P

i

Spec1ahzed systems-and processes have; beén developed by the Cornpany :and provrde a competltlve
advantage m serving cun‘ent clients and obtaining. new clients.,Additionally, many .of the Company’s service'
offerings rely on technology that is subject to rapid change. The Company’s intellectual capital, in certam service
offerings, may be rendered! obsolete due to new governmental regulation. o : b

9 . - .
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The, Company 5. unsuccessful cltent engagements coula' result in damage to its professronal reputanon or legal
ltabtltty which could have a material adverse effect on the Company " T o o

- !

The professronal reputatlon of. the Company and- }ts consultants is critical to the Company s ability to
successfully compete for new chent engagements and attract or retain’ profess1onals Any factors that damage the

_ Company § professronal reputatlon could have a matenal adverse effect on, the Company s busmess

X

In. addition, the Company 5 engagements are sub_|ect to the risk of legal liability. Any public assertion or
Imgauon allegmg that the, Company s, services were neghgent or that the Company breached any. of its
obhganons to a client could expose’ the. Company to s1gmﬁcant legal liabilities, could distract its, management ’
.and could damage 1ts reputatlon The Company carries professional liability insurance, but such i insurance may

. not cover every type of clarm or lxabthty that could. pbtentlally arigse from. the Company 8 engagements In.

addlnon the limits of” oiIr insuranceé coverage may not' be adequate 1o cover a partlcular cla1m or a group of
clalms and the costs of defense A L "

- s oot sl TR - * TN e - P ' - .
SRR B R A U ' o, . . P L
PRI . . -

-4 ‘\['", A

. = I
= Some of the work that the Company does tnvolves greater rtsk than ordinary eonsultmg engagements

* The Company does work for clients ‘that for ﬁnancral legal or other reasons rhay preserit higher than normial

.. risks, Whlle the Company" attempts to identify- such htgher risk engagements and higher risk clients in time to "

__.avord unnecessary r1sks orto 11m1t our: potennal exposyre, these efforts may be meffect]ve and a professmnal '
© efror or omission: in’ oneé.or more: of these higher-risk engagements could have a material adverse impact.on our

ﬁnanc1a1 condition. Examples of such hlgher risk engagements 1nclude, but are-not limited to:

» Intenm management engagements usually in hosprtals and other healthcare provrders

.o Expen wntness engagements i N A

Corporate restructurmg .engagements, both 1nsrde and outsrde bankruptcy proceedmgs
Engagements wheré the Company delivers a falmess opmlon ’ ST
" . Engagements where the Company dellvers a comphance effecuveness op1mon

. Engagements where the Company dehvers an actuanal opmlon with respect to 1nsurance company loss’

© reserves; and H AR . . i . . . -

. ' Engagements mvolvmg 1ndependent consultant s reports in support of bond ﬁnancmgs

As the Company becomes larger, the ‘Company tncreasmgly encounters professronal conﬂtcts of i tnterest

. As the Company becomes larger the- potentlal for conflicts of interest: also increases. If the Company is

. unable to accept.new engagements for any reason, 1nclud1ng a conﬂlct of mterest our. consultants may become

: underutlhzed or discontented, which. may adversely affect our revenues and results of operations for future

penods and may. also create challenges for the Company in retammg such consultants In addmon although the

......

' those systems are not fool proof and undetected confllcts may result 1n damage to our reputatlon and professnonal

l;ablllty S o oL o . 7,5" R .

The Company cannot be assured that it wal‘l be able to ratse caprtal or obtatn debt f inancing to consummate
future acqmsmons or.to- meet reqmred workmg capttal needs A PR PO P i

The Company maintaids a revolvmg line of credrt agreement o assist in fundmg shoft-tefm and long- -term

.- cash requ1rements from: normal- operations. Thrs agreement contains certain-covenants:requiring, among-other

‘things, certain levels: of i 1nterest and debt coverage #Poor performance of the Company could cause the Company
to be in’ défault of: these covenants In addition, the current.agreement may not be sufficient to meet the future
need_s of the business if a decline in ﬁnaneral.performance occurs: There can.be no assurance that the Company

s

ST 0

s




L

will be able to raise capita or obtain.debt ﬁnancmg to: effect future acquisitions or to otherwise meet its workmg
capltal ‘needs. : e . R

;
T

Furthermore 1f the’ fmancral condmon of the Company s clients were to detenorate resulting in an
impairment pf thelr ab1llty to make payments to the Company, the Company and its ﬁnancral results would be
adversely impacted, whichlcould result in all of the effects described above.

[ \
i . - ke 1,
. K 4

The Company may not be able to acqmre busmesses in the future and already acqutred busmess may not
achreve expected results :

[ :

. The Company has developed its business, in part through | the acqunsmon of complementary bus:nesses
There has b%en mcreasmg competition for acquisition targets, as possible acquirers also seek to expand their
businesses through acquisitions. The increased competition may continue to make . .it more difficult for the
Company to, complete acquisitions or to complete acquisitions on as favorable terms as in the past. Those factors
may also make it more difficult to achieve an acceptable return of its capital on certain business acquisitions. The
financing - of acquisitions [through -cash, borrowmgs or ‘common stock could also impair liquidity or cause
significant stock dilution. -
The Company may not bé able to effectively integrate the businesses it acquires, which may adversely affect
the Company. ‘ - S ' : ‘

l ' P ‘
The. substantlal majority of the purchase price the Company pays for acqu1recl busmesses is related to

intangible assets The Company may not be able to realize the value of those assets or otherwise realize
anticipated synergtes unless it is able to effectively integrate the businesses it acquires: The Company faces
multiple cha{llenges in integrating _acqutred businesses and their personnel, including differences in corporate:
cultures and management [styles, conflict issues with clients, and the need to divert managerial resources that
would otherwise be dedlcated ‘to the Company s .existing businesses. Any failure to successfully integrate
acquired busmesses could adversely affect the ﬁnancral performance of the Company

The Company’s wdrlc_ with governmental clients has inh_erent risks related to the govemmental contracting
PTOcess.

The Company does work for various mumcrpal state'and federal entities and agencies. These prolects have
risks that mclude but are not- llmrted 1o, the following:

. Govemment entities reserve the right to audit the Company’s contract costs, mcludmg allocated mdrrect
costs and conduct inquiries and investigationsyof the Company’s business practices with. respect to
government. contracts If the government finds.that the costs are not reimbursable,.then the Company
w1ll not be allowed to bill for them, or the cost must be refunded to the government if it has already

' been paid to the Company. Findings from such an audit also may .result in being required to
- prospectwely adjdst previously agreed rates for work and affect future margins.

Te OfF al govemment client discovers improper or illegal activities in the course of audits, or investigations,
the Company may become subject-to various civil and criminal penalties and administrative sanctions,
Wthh may mclude termination of contracts, forfeiture of profits, suspension of payments, fines and

~suspens:ons or debarment from doing business with other agenCIes of that .government. The inherent
- llmltauons of mternal controls may not prevent or detect all improper or illegal activities, regardless of
the adequacy of such controls.

' - . ¥ ]
. Govemment contracts,- and the- proceedmgs surroundmg them, are: often:subject to. more extensive
: ~scrut1ny and publlCtty than other commercial contracts. Negative pubhcrty related to our :government
'. contracts regardless of its accuracy, may further damage our busmess by affectmg our ablllty to
compete for new contracts. . L : St

l
|
t
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The lmpact of any of the occurrences or condmons descrlbed above .could affect not only the Company ]
rela'nonshlp with the partlcular government agency involved, but also other: agencies of the ‘same " or other
governmental entities, Depending on the size of the pro_lect or'the magnitude of the potential. costs, ‘penalties or '
negative pubhc1ty involved, any of these occurrences:or. condrtlons could have a material adverse effect on the
Company s business or results of operations. - C _ f» LTk : i

R 3
i e . ‘_,-.1,, Cr

P

" The Company is subject to unpred:ctable nsks of lmgatwn o

A]though the Company seeks to avoid lmgatlon whenever p0551b1e from time to time the Company 15 party ‘
to various lawsuits and claims in the ordinary course of ibusiness. Such dlsputes may anse ‘for example, from -
client engagements, employment-issues, regulatory actrons, corporate acquisitions, real estate-and other busrness ’
transactions. The costs and.outcome of those lawsuits or ‘claims -cannot be predrcted with certainty, and may be
worse than we can. foresee The outcome of such lawsu1tSIand clarms could have a material adverse effect on the
Company. o T ‘ . . o : " can

" Ifem 1B. " Unresolved Staff Comfnents.

None. ) v

Item 2, Propemes

The Company owns a "16,500 square foot building located in Chrcago linois, whlch s used as the
Company’s executive offices. In addition to the executive offices, the Company has 70 operating leases for office

 facilities, principally in the Umted States. Due to acqulsltlons and growth “the Company often’ tlmes has"more

" 'than one operating lease in the citi€s in which the Company has offices. ‘Additional space may be reqmred as the
business expands géographically, but the. Company bellelves it will be’ able ‘to. .obtain suitable space as needed .
Following are the Company ] prmc1pal locatlons in the United States wrth the- 1nd1cated cities, alphabetlzed by .

- state: : sasto T ‘

Arizona—Phoenix

Florida—Tampa N B New,York,—Albany
California—Los ‘Angeles Georgia——Atlantd *~ "~ " 'New York—New York City
California—Palc Alto Mllinois—Chicago 7. - Pennsylvania—Philadelphia °

California—Sacramento °

" California—San Francisco
California—San Mateo
CoIorado—Denver e e

’ Connecttcut—Fatrﬁeld
District of Columbla—Washmgton D.C.
Florida—Miami S #

1.,

- Maryland—Baltlmore

Massachusetts—Boston
Massachusettq—Burlmgton
Michigan—Troy
anesota—Mrnneapohs
New Jersey—Mar]ton . .’.~
New Jersey—Prlnceton 2

.

" Following are the principal ofﬂces located in 1ntematronal cities:

."Canada—Ottawa
~ Canada—Toronto

Item 3.

lggal Proceedmgs i =5-_.‘ )

Chma—Hong Kong

China—Shanghai- * MR

‘Pennsylvanla—Prttsburgh .

Texas——Austm

' Texas—Da]las

" Texas—Houston
' Virginia—Reston
Virginia—Viénna

Washington—Seattle " .
United Kingdom—London -

Prees s

On November 28, 2006 the’ Company reached an agreement w1th the Clty of Vemon Cahfornla to settle for

$7.4 million all claims related-to:an arbltrator s interim award against the Company in an arbrtratlon proceedmg
» relating to a dispute with the City. The dlspute related to certain electric distribution maintenance sefvices that -
_ -the Company’ provided to the City prior to November 30, 2003: Since then, the Company no longer provrdesr

" electric dlStI‘lbuthH mamtenance services. . .
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From time to. time, the Company is party to various other lawsuits and CldlmS in the ordinary course of

{ .
business. While the outcome of those lawsuits or claims cannot be predicted with certainty, except as otherwise -

l f
described above the Company does not believe that any of those additional lawsuits or ‘claims will have a
matenal adverse effect on the financial condluon and results of operation of the Company: -

Item 4. S:l:bmission of Matters to a Vote of Security Holders.
Not applicable. o

Executive Officerg of the Registrant

“The following are the executive officers of the Company as of March 1, 2007:

Name ¢ Office - ‘ Age
William M Goodyear e - Chairman of the Board and Chief Executive Officer 58
Julie M. Howard ....................... -. .. President. and Chief Operating Officer - - 44
Ben W. Perks ............. e Executive Vice President and Chief Financial Officer 65
Richard X. Fischer ......0..........co.. .. Vice President, General Counsel and Secretary 45

William! M. Goodyear 58, has served as Chairman of the Board and Chief Executive Officer of the Company
since May 2000 He has served as a director since December 15, 1999. Prior to December 1999, he_served as
' Charrman and Chief Executlve Officer of Bank of America, Illinois. From 1972 to 1999, Mr. Goodyear held a
variety of ass1gnmenrs wnh Continental Bank, subsequently Bank of America, including corporate finance,
corporate lendmg, trading and distribution. Dunng this 28-year period, Mr. Goodyear was stationed in London for 5
years, (1986 to 1991) to maﬁage Continental Bank’s European and Asian Operations. He was Vice Chairman and a
member of tihe Board of Dlreclors of Continental Bank prior to the 1994 merger between Continental Bank
Corporation and BankAmerica Corporation. He was President of the Bank of America’s Global Private Bank until
January 1999, Mr. Goodyea}' received his Master’s degree in Business Administration, with:Honors, from the Amos
Tuck School bf Business at Danmouth College, and his Bachelor’s degree in Business Administration, wnh Honors,
. from the Unnlfersny of Notre Dame He holds the Cemﬁed Public Accountant designation.

Julie M. Howard, 44 was ‘promoted to President in February 2006 and has served as Chief Opemlmg
Officer smceI 2003. Prior to this current role, Ms. Howard was Vice President and Human Capital Officer. Since
1986, Ms. Howard has held a variety of consulting and operational positions within the Company and Peterson
Consulting, ‘WhICh was aCﬁmred by the Company in.1998. Ms. Howard is a graduate- of ‘the University of
. Wisconsin, with a Bachelor'of Sciencé degree in Finance. She has also completed several post-graduate courses
within the H:';lrvard Business School Executive Education program, focusing in Finance and Management.

o . :

Ben W. Perks, 65, has served as Executive Vice President and Chief Financial Officer.since May 2000.
Prior to joinilng the Compa:ny, Mr. Perks was a senior Chicago partner in the Financial Advisory Services Group
with PncewaterhouseCoopers LLP: With PricewaterhouseCoopers and Price Waterhouse L.LP, he had more than
32 years of profes'slonal services experience, including 22 years as an audit and consulting partner, providing
financial reporting, ‘accounting, -auditing, tax, economic and litigation consulting services to clients. Mr. Perks
-received his | Professional Accountmg Program degree from Northwestern University’s J.L. Kellogg Graduate
School of M‘anagemem his Juris Doctor (law) degree and Master’s degree in Business Administration from the
University of Cincinnati, jand. his' Bachelor’s degree from Denison University. He is a Certified Public
Accountant, licensed in the states of Illinois, California and Arizona, a Certified Fraud Examiner, and a member

|
of the American Institute of Certified-Public Accoumams and the American Bar Association..

Rnchard X Fischer, 45 has served as Vice President, General Counsel and Secretary since July 2006.
- Previously,- Mr. Fischer was Vice President, Deputy General Counsel and Chief Compliance Officer for Sears
Holdings Colrporatlon Earlier in his career, Mr. Fischer practiced law with a number of law firms, including Sidley
Austin, Sonn'enschem Nath!& Rosenthal and Foley & Lardner. Mr. Fischer received his undergraduate degree from
the Umversny of Notre Dame and graduated cum laude from the Loyola University of Chicage School of Law.
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- . . s : . .
_Item S. Market far Regzstranr s Cammon Stock Related Stockhatder Matters and Issuer Purchases of
P Eqm(y Secunues S RN .
¢ e Market lnformatlon - - o Lo S R
o n . . The shares of common stock of the Company are traded on the New York Stock Exchange under the symbol
“NC] ” The followmg table sets’ forth, for the penods mdxcated the hlgh and low closmg ‘sale’ pnces per share.
o S - -+~ High Low )
| 2006" ‘ - ‘ :
. ~ Fourth quarter ................... .. e e e . $20.56 " $17.45
S Third quarter .:.......................... S e P $23.28 $18.05 ;
o Second quarter ......... e e S $22.65 . 818.58,
R . First quarter R SR e e PR $23.01 $18.06 -
- 2008 ' e A
=5 oo Fourth quarter ................ PP e - $23143 - $17.73 ° - R
' .. Third quarter ...... P CETPOPI [P .o $2025 . $17.57
K "' Second quarter . ...... R e e I  $27.66 , $16.50
Flrst quarter ......:.. . ... ... e e e $27.23 $22 78
| Holders - ., _ i
| . As of March 1, 2007 there were approxnmately 420 holders of record of shares of common slock of the-
Company B o _’ T ot
5."'-“- oo , B . . -r,‘k :
X . Dnstrlbutlons , : - b . T e e -
. . : , i ‘
ST The Company has not pald any cash dividends smce its orgaruzanon The’ Company does not currently
ant:c:pate ‘that’ it will make any such dlsmbutlons and revnews this pohcy on a penodlc ‘basis.
;' V E - .| h .l o l \ 'L-'r ‘e
L 1;: e £ )
s we ® i T
¥ . T . , . ,,
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Shareholder Return Performance Graph , '

L

+

The followmg graph compares the year!y percentage “change in the cumulatlve total: shareholder retuin on
our cornmon stock agamst the New York Stock Exchange Market Index (the “NYSE [ndex ") and the Peer Group -
described below The graph assumes that $100 was 1nvested on December 31, 2001 in’ each of our common
stock ‘the NYSE Index and the Peer Group The graph also assumes that all d1v1dends if paid, were remvested

que: The stock price perfonnan_ce shown below is not necessanly indicative of future prl_ce performance.
600 T——r————— — . . o
500 4 ,
o 00 . "';'f — t-___._- ‘
g AT | 1
- 5L ' .
3 300 —— — _
o " Lo S
(a] R ’ . .
200 — — —
100 grrmeee R . ’ ---------- 3 - ;
0+ — — M f— S
2001 ., 2002 2003 2004 - 2005 . 2006
- & - NAVIGANT CONSULTING INC.- S
: ¢ NYSEMARKETINDEX -
i —w—  PEER GROUP INDEX i , :
. ¥ n F:;rd'r N
.. oo Lo Navlgam“
. " NYSE Peer Consultlng., 4
Measurement Period * Index Group (a)’ Inc..
FYE 12/31/01 ...l oo PR $100.00  $100.00  $100.00"
FYE 123102 ..... SRR LT 816 10274 10727,
.. FYE133103 .:..0. ... ... U IR cioo.... 10582 10669 |, 342917
FYELZ3104 ..o o ST ... 11950 12021 - 483.64
FYE 1231005 ... 0ol ST 12937  130.19  399.64
FYE123106 .0, B CCI5157 14249 7 - 35927
Notes: | - : T C - o ) B -

'

~-.(a) The.Peer Group consists 'of the following compames ChorcePomt Inc.;; CRA Intérnational Inc.
(formerly known' as Charles River Associates, Inc:), Garmer Group, Inc., FTI Consulting, Inc., Huron
Co'nsuhmg Groulp Inc.; LECG Corporatlon and. Reeources Connection, Inc. The Peer Group is
welghted by market capltahzatlon ! :

15




T

e
il

:

Issuance of Unreglstered Securities

Dunng the 3 year ended December 3! 2006, the Company issued the followmg unreglstered securities:

’ . S Number of - - ' N
’ o ' ' Type of . . Sharesin , Exemptton S Assets
D.rte o . s Sécurities ~  Consideration(a) Claimed (b) . Purchaser or “Recipient””  Purchased
T January 13, 2006 e Common Stock 340,431 4 Section 4(2), Tucker Alan, Inc. E ()
N January 23,2006 .- .... L Common Stock 14,866 1 ~-Section 4(2) Tedd Avey & . ()
. b " Associates Lid. .
: January 31 2006 ....... Common Stock 33,374 .  Section4(2) Devito _Consulting, Inc. (e):
: &mwwszma ....... Common Stock 135,808 Section 42) Casas, Berijamin' & c)
N o ' . White, LLC '
* March 23, 2006 «irv.... Common Stock 635,543  Section 4(2) Precept Programime - (d)
' ' . o _ ° . Management Limited '
o Apl‘ll 15 2006 - ;.".' o Common Stock 17,367 . Section 4(2) Tiber Group, LLC- g (c)
‘*May 15,2006 ... ...... ‘Common Stock 24,571 Séction 4(2) Ibler International, LLC (e)
June 30,2006 ......... " Common Stock ., 12,458:. "Section 4(2) Architech Corporauon (e
o July 1,2006 .ol 'Commou_ Stock 24,6SZi "™ Section 4(2) 'Capital Advisory - . (c)
43 ‘i 4 -ﬂ"; T oo by . , R, ~Services, LLC )
* #Algustil, 2006 . 1. ... . Comman Stock 37, 826| * - Section 4(2) 'LAC, Limited ~ - Ce (@)
. August 1, 2006 Lo . .. Common Stock 117, 192 : Section 42) A, W. Hutchison & ()
;‘\ e . \ - Assocnates, e
November 30 2006‘ '. 4.' Common'Stock 81',451: ““Sectlon 42) ‘HP3 Tne, .- o ()
November 30,2006  .... CommonStock 5430 * Section 4(2) SoundBuild, Inc.” (e)
December 22, 2006 ..... Common Stock 5,103 Section4(2) EP&P Consultmg, Inc.” (e)

‘(n)"’Does not take into account addmonal _cash or other consrderanon pzud or payable as a part of the
. transactions. - ke :

‘,,,. Ry -

" (b} The shares of common stock were 1ssued to accredlted investors without reglstrauon in' pnvate placements '

_ in reliance on the exemptton from regrstratlon under lSectron 4(2).0f the Securities Act:

: (c) Shares represem deferred ' payment consideratlon of the purchase agreement to purchase substantlally all of

the assets of the rec:plent vt i B

- (d) The Company purchased all of the outstandlng eqmty interests of this entity and, "as such, these shares were

" issved to the owners of the entlty

L) Assets purchased were substannally al] of the assets’ of the recrplent

".t P
| Ltedan

Purchase of Equlty Securrtles by the Issuer and Affillated Purchasers

) The Company dnd not purchase any shares dunng the fourth quarter of the fiscal year ended December 31,
2006 s : )

3 -




Itém 6. .Selecte.d Financial Data. : ) ) -

The followmg five year financial and operatmg data should be read. in conjuncnon wuh the information set
forth under *ltem 7—Management’s Discussion and Analysis of Financial Condition and Resulis of Operations™
and the cons';ohdated fi nan:c:lal statements of the Company and related notes thereto appearing elsewhére in this
report The amounts are shown in thousands, except for per share data ‘

) " For the }ééars ended ﬁuember 3,
2006 2005 2004 2003 - 2002

Revenues before reimbursements ............... | $605,105 $508,874' $426,867 $276,130 $225,305
Reimbursements ., . ... | e cee.. 76,640 . 66,618, 55252 41,652 . 32715
“Total revenues-~. . .". | ........ weecieee.o lo. T 681745 575492 482,119 317,782 258,020
Cost of servrccs before relmbursable expenses ...... . 349,103 299,180 255,674 = 167,768 138,964
Reimbursable expenses L, oo 76,640 - 66,618 55,252 . 41,652 32,715
.Total cost of servncesl e [ 425,743 365,798 310,926 209420 . 171,679
General anc{ administrative expenses R 127,579 100,452 87,542 - 66,711 61,279
Deprecratlo'n EXPENSE ...l . .. ..., .. PP 13,400 10,213 8312 7488 7,651
_Amomzatlo‘n EXPENse ...l ... . - 9959 8,538 3,562 . 1,880 2, 373
Restructuring costs (credits) . .00 ..ol —_ = ’ 1,091 - _ (500)
Litigation clharge ..... G 17,400 1,250 385 40 . 750
Operaiting INCOMe . ..ot e - 97,664 | 8924] 70,301 31,843 14,788
Other expense {income), net . ... ................. 4,304 3,283 " 1,864 (264) 19
Incomje before incOme taxes . . ............... 93,360 85,958 68,437 32,107 14,769
Income tax expense . .. .. e 40,386 36,102 28,062 13,399 5908 -
© Netincome ...... ... ... ... L. $52974 % 49856 $ 40,375 § 18,708 $ 8,861
Basic i mcome per share ! P $ 1.00 $ . 100 $ 086 $ 04338 022
Shares used in computmg mcome per bas:c share - 32,990 - 50,011 47,187 43,236 40,350
Diluted i mcome per share| ... ... e $ 097 % 095 $ 080 § 040 $ 021
Shares used in computing income per dtluted share .. 54,703 52,390 50,247 47,029 42,670
o As of Deceml'ner‘:!l,
2006 - 2005 004 . 2003 2002
: Balance Sheet Data: ) o . - )
, Cash and cash equwalents ...... e . $11,745 $ 14871 % 36,897_ $ 38 402 $ 8,109
! Workmg capnal Y R L $ 70,503 $ 41,640 $ 48473 $ 51, 866 25910 .
Total}assets ................ EE R PP $652,358 '$542,863 $418,807 $255,316 " $201 204 . -
: ‘Non-current liabilities "........... woeeeen. $36040 8§ 20,148 5 12,248 $ 1,761 § 4,418

_’To_t_al| stockholders’ lequity e $486 576 $384,448 $288.674 $l§8,758 "$144,295 -

+ . ‘

- Item 7. Managemeut s Drscusswn and Analysrs of Financial Condition and Results of Operanons

#

Management s Dlscusswn and Analysis of Flna'ric1al Condmon and Results of Operations relates to the
Consohdated Financial Statements included in this Arnual Repon on Form 10-K.

Overview .
' B . s o B . . . . A
The {Company is a specialized independent consulting firm providing dispute, financial, regulatory and
operauons advisory services to government agencies, legal counsel and large companies facing the challenges of

|
_ uncenamty, risk, distress and significant change. The Company focuses on industries. undergoing substantial

i
regulatory or structural change and on the issues driving these transformations. - - -
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" The Company’s revenues, margins and profits are generally not materially impacted-by macro economic

- business trends, although a long term decline in the U.S. economy would likely impact the Company s business. .
Examples of impacting events are natural disasters, leg1slat1ve and regulatory changes, crises in the energy,'
'hea]theare' financnal services, 1nsurance and other mdustnes -and significant client specific events,

The Company denves its . réevenues from fees and relmbursable expenses for professmnal serv1ces A
substantial majority of the Company’s revenues are generated under hourly or daily rates billed on a time and
expense basis. Clients are typically invoiced on a monthly basis, with revenue recognized as the 'services are
provided. There are also client engagements where the Company is paid a fixed amount for its services, often

- referred 1o as fixed fee billings. This may be one singie amount covering-the whole engagement or several
amounts for various phases or functions. From'time to time, the Company earns incremental revenues, in
addition to hourly-or fixed fee bllhngs which are contmgent on the attainment of certain.contractual milestones
or ob_]ecuves Such incrementa) revenues® may cause variations in qua:terly revenues and operatmg results if all

other revenues and expenses during the quarters remam ihé same.
- J *

The Company s most 51gn1ﬁcant expense is cost of services before retrnbursable expenses, which generally
relates to costs. associated with generating revenues, and includes consultant compensation and beneﬁts sales ‘and

. markettng expenses and the direct costs of reerumng and training the consulting staff. Consultant compensatlon
* consists of salaries, mcentlve compensation and benefits. The Company’s most significant overhiead expenses are

!
administrative compensatton and benefits, and office related expenses. Admlmstranve compensanon includes
payroll costs for corporate management and administrative personnel, which are used to indirectly support client
. projects. Office related expenses pnman]y consist of rent for the Company’s ofﬁees

. } !
Critical Accounting l_’_olicies

The preparation of the financial statements requires management to maké estimates and assumptions that
affect amounts reported therein. The Company bases its éstimates’ on htstoncal experience and on various
assumptions that-are believed to be reasonable under the circumstances, the results of which form the-basis for
making judgments about the carrying values of assets and liabilities that are ‘not readily. apparent from other
sources. Actual results may differ from these estimates under different assumptions or conditions. The Company
believes the following critical accounting policies affect its more slgmﬁcant Judgments and estimates vsed in the

preparation of its consolidated financial statements: | ‘ '

=
s

Revenue Recogmtmn

The Company recogmzes revenues as the related professmnal services are provided. ln connection wnh
recording revenues, estimates - and assumptions are requ:red in determining the expected conversmn of the
‘> revenues to cash. The Company may provide, multiple services under the terms of an arrangement. Thers are also
" client engagements where, the Company is paid a fixed amount for its services: The recording of these fixed

revenue amounts requires’ the Company to make an estimate of the total amount of work to be performed and .
revenues are then recogmzed as efforts are expended based on (i) objectively determinable output measures,
(i) 1nput measures if output measures are not reliable, or (iii) the straight-line method over the term of the
arrangement. From time to ttme the Company 7also. earns incremental revenues. These incremental revenue
amounts are generally contingent_ on a spectﬁc event, and the 1ncrementa1 revenues are recogntzed when the
contingencies are resolved ’

B . v

Accounts Recewable Realization

. The Company maintaini allowanees for doubtful accounts for estimated losses resultmg from the
Company s review and assessment of its clients’ ability to make required . payments, and' the estimated
realization, in cash, by the Company of amounts due from 1ts clients. If the ﬁnancml condition of the Company’s
clients were to detériorate, resultmg in an impairment of their ablhty to make payments addltlona] allowances .
mlght be required. : : : .

v
f
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Goodwill a:nd Intangible Assets

Intangible assets cons:st of identifiable mtanglbles other than goodwill. Identifiable intangible assets other
than goodwxll include customer lists and relationships, employee non-compete agreements, employee training
methodology and matenals ‘backlog revenue, and trade names. lntanglble assets, other than goodwill, are
amortized on }the stralght-lme method based on their estimated useful lives, rangmg up to fifteen years,

Goodwrll represents the difference between the purchase price of acquired companies and the related fair value
of the net assets acquired, which is accounted for by the purchase method of accounting. The Company tests
goodwill and .intangible assets annually for 1mpa1rment This annual test is performed in the second quarter of each
year by comp'armg the financial statement carrying vatue of each reporting unit to its fair value The Company also
reviews long—lwed assets, m'cludmg identifiable intangible-assets and goodwill, for impairment whenever events or

changes in circumstances mdlcate that the carrying amount of an asset may not be recoverable

5

Consnderable management Judgment is required to estimate future cash flows. Assumpuons used in the
Company’s 1mpalment evaluations, such as forecasted growth rates and cost of capital, are consistent with internal
projections and operating plans. The Company did not recognize any impairment charges for goodwill, indefinite-
lived mtangrble assets or identifiable intangible assets subject to amortization during the periods presented.

Share-Base;d Paymems—SFAS No. 123(R)

In Deceimber 2004, the FASB issued Statement of Financial’ Accounting Standards (SFAS) No. lﬁ3(R)
‘‘Share- Baqed1 Payment SIfAS No. 123(R) requires that the cost resulting from all share-based compensation
arrangements, such as’ the Company’s stock option and restrictéd stock plans, be recognized in the financial
statements based on their fair value The provisions of SFAS No. 123(R) were requlred to be applied effective
January 1, 2006. cnl : -

SFAS No. 123(R} requtres compames that adopt 1ts prov151ons prospectively to recogmze compensanon
expense for the unvested portion of previously granted awards and all new awards granted after the adoption date

over the respectlve vestmg periods. The Company had outstanding stock options for approximately 300,000

shares that were -unvested als of January 1, 2006. The Company recorded $800,000 in share-based compensation
expense related to these unvested “options in 2006, and expects to record $700,000 over the remaining vesting
period from 2007 to 2009. The Company assumed an estimated 15 percent forfeiture rate for these stock options.
The Company ‘continues to htlhze the Black- Scholes Merton option-pricing model to estimate the fair value of its
stock opttons :

The Company treats its employee stock purchase plan as compensatory and records the purchase discount

from market price of stock purchases by employees as share-based compensatlon expense
I

: b
'I'he adoptton of SFAE;; No. 123(R) does not affect the Company's net cash ﬂows but it does reduce net
eammgs and net earnings per share, both basic and diluted. )

Accouming Sfor Certar'n F inancial lnsrrumems with Characreristics' of Both Liabilities and Equity—SFAS No. 150

The Corlnpany is contractually obligated to issue a fixed dollar amount of shares of its'common stock. The
number of shares to be issued is based on the trading price of the Company’s common: stock at the time of
issuance. In accordance w1th SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics
of Both Llabllltlcs and Equtty” the Company recorded such obligations as current and non-current liabilities in
accordance wnth the ‘due dates of the obligations. Based on the $19.76 closing price of the Company’s common
stock at December 31, 2006, 477 ;000 shares, with a fair value of $9.4 million, would be issued at December 31,

1
2006 if the settlement of the obligations was 1o occur at that date.

Recent Accohntmg Pronmlmcements

In June 2006 the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an
mterpretauon of FAS Statement No. 109" (“FlN 48”). ThlS interpretation clarifies the accounting for uncertainty
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in income taxes recognized in an entity’s financial statements in accordance with SFAS No. 109, *Accounting
for Income Taxes.” It prescribes a recogmtlon threshold and measurement attribute for financial statement
disclosure of tax posmom taken, or expected to be taken This 1nterpretauon also -provides gurdance on
-clerecogmtlon classification, interest and penaltles acc0untmg in interim periods, and disclosures. FIN 48 is
effective for fiscal years beginning after December 15, 2006. The Company will be required to adopt this
interpretation in the first quarter of 2007. The Company expects the 1mpact on its consolidated financial
statements to be immaterial. . . - -

ln September 2006, the Securities and Exchange Commission issued- Staff Accounting Bulletin No. 108
(“SAB 108”). SAB 108 was issued to provide interpretive guidance on how the effects of the carryover or
reversal of prior year misstatements should be considered in- quantifying a current year misstatement. Thé
provisions of SAB 108 are effective for the Company for its December 31, 2006 year-end The Company adopted
SAB 108 during the fourth quarter of 2006 and accordingly, the Company recorded a $5.8 million, net of tax,
cumulative effect of accounting change to accumulated deficit as of January 1, 2006. See Note 7 to-the
Consolidated Financial Statements. - ‘ .

Acquisitions
2006 Acquisitions

On March 23, 2006, the Company acqutred Precept’ Programme Management Limited (“Precept”) for, $54. 7
million, which consisted of $38.4 million in cash and $12.0 million of the Company’s common stock paid at
closing, and a $4.3 million note payable due March 2008. The Company .acquired assets of $11.3 million,
including cash of $5.6 million, and assumed liabilities totaling $4.8 million from the Precept acquisition. The
Company did a purchase price allocation and recorded $41.1 million in goodwill and $]2.8 million in identifiable
intangible assets as part of the purchase price- allocation. Precept is a leading independent dispute advisory and
program management consulting firm in the United Kingdom, with particular expertise in the construction
industry. The Company acquired- Precept, which included approximately 35 -consulting profess:onals “to

" strengthen its presence in the United ngdom : =

‘s

On November 30 2006, the Company acquired HP3, Inc. (“HP3") for $l7 8 mllllon Wthh consisted of
$14.3 million in cash and $1.5 million of the Company’s common stock paid at closing, and $2.0 million in notes
payable (payable in two equal installments on the first and second anniversaries of the closing date). The
Company acquired assets of $6. 4 million and assumed liabilities totaling $4.3 million from the acqumllon "The
Company did a purchase price allocation and recorded $13.0 million in goodwill and $3.3 million in identifiable
intangible assets as part of the purchase price allocation. HP3 is a nationally recognized healthcare consultmg
firm with a proven reputation in providing clinical documentation, coding, and data for -improved
reimbursements, compliance and patient care. The Company acquired HP3, which mcluded approximately 100
-consulting professionals, to strengthen its healthcare business. .

The Company acquired several other businesses dunng the year ended December 31, 2006 for an aggregate
purchase price of approximately $15.4 miilion.

2005 Acquisitions

On February 8, 2005, the Company acquired the majority of the assets of Casas, Benjamin & White, LLC
(“CBW”) for $47.5 million, which consisted of $38.0 mtl]ton in cash,paid at closing and $9.5 million of the
Company’s common stock to be issued i in February 2006, 2007 and 2008. The Company recorded $35.7 million
in goodwill and $10.1 million in mtangtble assets as part of the purchase price allocation. The CBW acquisition
included 23 consulting professionals specializing in corporate restructuring and transaction advisory services.
The Company acquired CBW to strengthen its financial advisory servic_:e's' practice. :

On April 15, éOOS, the Company acquired Tiber Group, LLC (“Tiber”) for $8.4 million, which consisted of
$4.3 million in cash and $1.8 million of the Company’s common stock paid at closing, and $1.7 million in cash and
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$0.7 mllllon of the Complamy s common stock, both payable in two equal msta]lments on the first and second
anmversanes of the closing date. The Company recorded $8.4, million in goodwil! as part of the purchase price

- allocation. Tiber included 24 consuliants that provrde strateglc adv:sory services to clients in the healthcare industry.

On Ju]y 15, 2005, the Company acquired the assets of A.W. Hutchison & Associates, LLC (*“Hutchison™)
for $26.5 l‘ﬂ‘ll]lQn, which cions_rsjed of $17.5 million in cash and $1.7 mrlhon of the Company’s common stock
paid at closing, and $3.0 million in cash and $4.3 million payable in'the Company’s common-siock, both payable
in two equal‘ installments in August 2006 and August 2007. As part of the Hutchison acquisition purchase price,
the Company acquired $3‘9 million in clients’ accounts -receivable. The Company recorded $18.4 million in
goodwill and $3.4'million in mtanglble assets as a part of the purchase price allocation. The Company acquired
Hutchison, which mcluded 57 consuitants, to add depth to its construction management analysis and dispute

resolutlon semces and to broaden its geographlc presence m the southeaslem portion of the United States..

On August 9, 2005 the Company acquired the stock of LAC, Ltd. (“LAC“) for $5.7 m]lllon whnch
consisted of| $3.1 .million jin cash and $0.7 million -of the Company’s common stock paid at _closing and
0.1 million shares (valued Iat c]osmg at $1.9 million) payable in three equal installments in August 2006, 2007
and 2008. LAC was formed in COll_]LlIlCUOD with a management buyout .of the Canadian forensic accountmg,

litigation consultmg and business valuation practices of Kroll, Inc., the risk consulting subsidiary of Marsh & '

McLennan Clompames Incl‘ In connection with its adoption of Staff Accounting Bulletin No. 108 (see note 7),
the Company accounted for this transaction as a purchase of intangible assets outside of a business combmauon

and recorded 544 mrlhonlof 1ntang|ble assets as part of the purchase price allocation and $1.3 million of -

compensauon expense. Coincident with.the purchase of LAC, the: Company purchased the Canadian-forensic
accounting, huganon consultmg and business valuation practices of Kroll, Inc., for approxrmately $18.4 million.
The Company recorded $13.4 million in goodwill and $1.2 million in intangible assets as a part of the purchase
price- allocauon The purchase which included 54 corsultants, strengthened the' Company's presence in Canada
and prov1des servxces in'the IDlspute, Investlgatwe & Regulatory Advisory Services business scgment

. 2004 Acquisitions

On January 30, 2004, the Company acqulred substanually all of the assets of Tucker Alan, Inc. ("Tucker”)
for 389.5 nullton which colnsrsted of payments at closing. of $45.6 million casti and 0.3 million shares of the
Company’s common stock (valued at $6.0 million at closing) anid $37.9 million payable in two installments of
cash and the Company § common stock within the first two years following thé closing date of thé transaction. In
connection wnh the Tucker acquisition, the Company acqmred tangible assets of $1.3 million: The Tucker
acqulsmon included 230 corllsultmg professionals active primarily in the litigation, construction and healthcare
practices. The: Company acc'1u1red Tucker t0 strengthen its national platform in these practlccs Tucker ‘has a
significant preisenée in the w'lestem region of the United States that complements the Company’s other gedgraphic
regions. Tucker’s service offerings and industry expertise are also complementary to those of the Company.

On June 4, 2004, the Company acquired qubstamlally all of the assets of Cap:tal Advisory’ Servnces LLC
(“CapAdvisory™) for $10.5 nlulhon which consisted of payments at closing of $6. 5 million cash and 0.1 million
shares of the Company s common stock (va]ued at $1.5 million at closing) and $2.5-million payable in two
installments of cash and the Company’s common stock in the first two years following the closing date of the

1
transaction. The CapAdv:sory acquisition included 49 consulting profess:ona]s who complement the Company's
financial servtces practice and primarily provide fi nancial .and accounting consulting. services. The Company
acquired CapAdwsory to expand the Company’s service offerings within the financial services mdustry

Accounting for Acquisitions

All of thel Company’s business' acquisitions desoribed above have been accounted for by the purchase
method of accqurltlng for bu51|ness combinations and, accordlngly, the results of operations have been mcluded in
the consolidated financial statements since the dates of acquisitions. :
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Results of Operations . ">

Annual Cempansons for the Years ended December 31, 2006, 2005 and 2004

Revenues before Rermbursemems Most revenues before rermbursements are earned from consultants fee
revenues that are primarily a function of billable hours, bill rates and consultant headcount. Revenues before
reimbursements were $605.1 million, $508.9 million and $426.9 million for the years ended December 31, 2006,
2005 and 2004, respectwely, which represented increases in revenues before retmbursements of 19 percent for
2006 and 2005, when compared to the precedmg year.,

Revenues before rermbursements in.2006 and 2005 increased over the prior year due to increases in
consultmg headcount and‘improved average rate per hour. The Company had . 1,871 blllable full time equivalent
(“FTE”) consultants as of December 31, 2006, compared to 1,705 as of December 31, 2005 .and 1,523 as of
December 31,-2004. The headcount increases. of. 10 percent during 2006 and 12 percent during 2005-were due to
the Company’s business acquisitions and. recruiting efforts during those years. The increased staffing levels,
along with the commensurate client engagements sought and retained by the Company’s employees contributed
to the mcreased revenue::Because the Company’s bill rates are tiered in accordance with experience and title, an
increase in the number of senior leve! consultanis in 2006 improved the Company’s average rate per’ hour and
. was a contrrbutmg factor in the revenue increase. The consultant utilization rate was generally consistent at 70
" percent for the year ‘ended December 31,2006, compared to 70 percent ‘and 72 percent for each of the years 2005
-and 2004 respectively. The Company calculated its utlhzatron rate measures ona 2 080 hour base for the years.

Segmenr Total Revenues. 'I‘otal revenues lncreased to $681 7 nnllron dunng 2006 compared to $575. 5
million and $482.1'million for the years ended December 31! 2005 and 2004, respecttvely, which represented'
increases in total revenues of 18 and 19 percent each year, respectively, when compared to the preceding year.

Total revenues for the Dlspute lnvestlgatrve & Reg]ulatory Advtsory Services segment increased 26 percent
to $318.4 million-and 18, percent to $252.3 million  for the years énded December 31,°2006 and 2005,
respectively, in comparison to the corresponding prior year The increase in total revenues for 2006 and 2005
compared to the corresponding prior year was primarily attributablé to an incréase in headcount, along with the
incremental client engagements sought and retained by the Company’s employees. The segment’s increase in
hezddcount was a result-of both recruiting efforts and acquisitions (incliding Precept, Hutchrson and LAC) Total
revenues for the Business, Financial & Operations Advrsory Services segment increased- 12" percent tO $363.4
million and 20 percent to $323.2 million for-the years ended December 31, 2006 and 2005, respectively, in
~ comparison to the corresponding pnor ‘year. The mcrease in 2006 compared to 2005 was due to the combined
effects of headcount and hourly bill rate increases. lncremental revenues which are contingent on the attainment
of certain contractual milestones or-objectives-were also a contributing factor to the 2006 increase. The increase
in 2005 compared to 2004 was primarily. attributable to increased headcount, along with the commensurate client
engagements requlred 10 support this increased headcount

Cost of Servrces before Rermbursable Expenses Cost of services before reimbursable’ expenses increased $49 9
million, or 17 percent, to. $349 1 million for the year ended December 31,2006, and increased $43. 5 mtlhon or 17
percent, to $299 2 million for the year ¢ ended December 31 2005, when compared to the precedmg year :

Cost of services before relmbursable expenses mcreased primarily because of consultant compensatton and
benefits. The increased* employee headcount was the pnmary cause of the increase in consultant- compensauon
and benefits. As a percentage “of revenues before reifbursements, cost of services before reimbursable expenses
decreased to 58 percent for the year ended Decémber 3t, 2006 compared to 59 percent and 60 percent for the
years ended December-31, 2005 and 2004, respectrvely The decrease in cost-of services as a percentage of
revenues before relmbursement which is an indication of increased profitability, primarily related to better
utilization of senior professionals with higher chargeability rates and better assrgnment of consultants to client
engagements in accordance wrth their Skll]S and chargeabrhty rates. .

. 4 .

- Cost of services . before relmbursable expenses includes amounts related to: consultant incentive

c_ornpensatlon. Incentive compensation is structuréd jto reward consultants based on the achieved business
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performancejobjectives approved by the- Company’s management and the Compensation Commitiee of the
Company's l?oard of Drrectors The amount of consultant incentive compensation expense during 2006 was
generally consistent with 2005 The amount of consultant cornpensatton expense dunng 2005 was substanttally

lower when c}ompared to 2004.

General‘l and Admtmsrmnve Expenses. General and admtmstratwe expenses include facility-related costs,
salaries and’ beneﬁts -COStS of management and support personnel, bad debt costs for uncollectible btlled amounts,
professronal and admlmstratwe semces costs, and all other support Costs.

- Géneral|and admlmstratlve expenses mcreased $27.1 million, - or 27 -percent, to $127.6 million dunng the
year ended December 31, 2006, and increased $12.9 million, or 15 percent, to $100.5 million in 2005, The
increase in expenses was due to several factors including business acquisitions, as-well as the support for
additicnal consultmg personnel. Increases in administrative headcount to support the additional consulting
personnel cohtnbuted to anlincrease in total administrative payroll and benefit costs. The balance of the increase
was. attributed to expansmh of existing facilities, faciljties acquired .through business acquisitions and certain
investments made to the |Company s Vinfrastructure in the areas of technology, business development and
marketing, :

General and admrmstratlve expenses as a percentage of revenues before retmbursements were generally
consistent at}21 percent 20 percent, and 21 percent for the years ended December 31, 2006 2005 and 2004,
respectlvely

Amartizgrion Ex;{ense.l Amortization expense includes primarily the amortization of intangible assets such
as customer lists and relationships, and non-compete agreements related to certain business acquisitions.

.

Amortization expense was $10.0 million and $8.5 million for the years ended December 31, 2006 and-2005,
respectively.| The increase of $1.5 million in amortization expense for 2006 compared to 2005 represented the
amortization|of intangible 1assets which were acquired as part of the acquisitions made during 2006, partially
offset by the lapse of amomzanon of certain intangible assets acquired in previous years. The amortization
expense of the 1ntang1ble assets related to the acquisitions consummated during 2006 aggregated $2.7 million,
which mcluded $1.2 million of amortization expense for Precept, which was acquired in March 2006. During the
~ year. ended. December 31f 2008, the.increase of $5.0 million in amortization expense compared to 2004
represented the amorttzatton of-intangible assets which were acqu1red as part of the business. acquisitions made
during the year Of the. $5. O million increase, $3.7 million related to amortization of intangible assets acquired as
part of the CBW acqmsmon which closed on Febmary 8, 2005.

] ngan(‘m The' Company recorded a pre -tax charge of $7.4 million ($4.4 million after tax) during 2006
related to a settlement in its dispute with the City of Vernon, California. The Company originally recorded a

pre-tax lmga‘non charge. and related accrued liability of $9.3 million durmg the third quarter of 2006 and,

subsequently, adjusted the pre-tax charge to reflect the final settlement reached and paid during the fourth quarter
of 2006. The Company recorded litigation charges of $1.3 million for the year ended December 31, 2005, and
$0.4 million| for year endt:ad December 31, 2004. The matters for which the Company had established the
provrslons have been’ resolved and paid.

3
v

ImerestlExpense Interest expense was $4.9 million and $4.0.million for the years ended December 31, 2006
and 2005, which represented -increases of 24 percent and 60 .percent, respectively,- when compared to the
preceding ye'a.r The i mcreases were primarily related 1o higher weighied-average interest rates and higher average
outstanding borrowmgs which included both the line of credit facility and notes payabie. The Company utilized

[ .
its line of credit and other financing arrangements to finance certain transactions, mcludmg recently completed -

business acquisitions.

Income ;Tax Expense. The effective income tax rate for the years ended December 31, 2006 2005 and 2004
was 43 percent, 42 percentI and 41 percent, respectively. The Company’s increased effective income tax rate in
2006 was primarily due to an.additional Internal Revenue Service audit assessment for the 2000 tax year of
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approxrmately $0.5 million and the establlshmem of a valuation allowance for an expiring capital loss ca.rry
forward -of approximately $0.5 million. The Company s increased income tax provision in 2005 compared to

I

2004 was primarily due to a greater percentage of income allocated,to states with higher statutory rates. .

Unaudited Quarterly Resuits ' .o Y

The following table sets forth certain unaudited quarterly financial mformatlon The unaudned quarterly
financial data has been prepared on the same, basrs as the audited consolidated finan¢ial statements contained

elsewhere in this annual report on Form 10-K. The data includes all normal recurring adjustments necessary for "~

the fair presentation of the information for the periods presented, when read in conjunction with the Company’s
consolidated financial statements and related notes thereto Results for any quarter are not necessanly 1nd;cat1ve
of results for the full year or for any future quarter : S .o S

'l:he amounts in t}le following table are in thousands, except for per share data:_
.Quarters ended(1)

. vy o B

v

3 ., Dec.31, Sep. 30, ‘Jun. 30, Mar.31, ~Dec.31, Sep.30, Jun.30, Mar. 31, '

2006  .2006 - CT2006 2006 2005 2005 2005 2005
Revenues: ' . : '
Revenues before reimbursements ... .. 5157915 $150,380 $147,691 $149,119 $134.057 $131.411 $121,622 $121.784
Reimbursements .. ...... e ' 21,305 7 ,20,906, - 17,298 17,131 16,394 19,503 17,871 12,850

Total fevenues . ..............oo.on. 179,220 171,286 -164.989 166,250 150451 150914 139493 134,634
Cost of services: B 7 ' SR ’ C
Cost of services before reimbursable s : .
CEXPEMSES L.y ieniiiaanns oo T9L648 85,259 84,668 . 87528 78.092 15989 71,227 73872

Reimbursable expenses . . . . . LA 21305 20906 172980 1731 16394 (19503 17871 T 12850
Total costs of services ... 2% o, 112953 - 106,165 | 101:966 104,659 94486 - 95492 89,098 86722
General and admmlstrauve expenqes cee. 32,196 32,445 32018 30,920 28,090 26,299 23.864 ' 22.199
Depreciation expense ................ 3.520 3,709 ¢ 3,221 2,950 3,117 2,621 2.564 1.911
Amortization expense . ...... ... e 2,663 2,400 2,616 2,279 2,712 2,509 . 1857 1.460
Litigation charge (credit)’ ........ T 1.934) L 9334 — . — 1,20 1 — 1. — L=
Operating income ... ...0...0...7 © 20822 17232 25168 25442 20796 <-23993° 22,110° 22342
Other expense, nel ...... 0. 00 . ou..s : 874 1,246 1,526 658 - 846 .- 1,323 : 789, v 325
Income before income tax expense .. ... 28948 15986 23642 - 24784 19950 22,670 21321, 22,017

Income tax CRPENSE 5 - 12,303 7425 . 9680, 10,978 8379 . - 9521 8,954 9,248
Net income T $16645 § 85617 $113.962 $ 13,806 - $ 11.571--8 13,149 $ 12367 $.12,769
Neti income per diluted share ... ...... ©$ 030 S 016 $7026 $ 026.% 022 § 025 5 024 § 025
Diluted shares ... SUUUTO e ... . 55529 55090 . 54,668 53527 53270 - 52,959 52:091 51,241

‘3~ = r : ‘ : H - .
4} The sum of quarterly net mcome per diluted share does not equal annual amounts in 2005 and 2006 because

of rounding and changes in the welghted average number of shares. ’

Operating results. fluctuate . from quarter 1o quarter as a result of a number of factors -including the
significance of client engagements commenced and completed during a quarter, the number’of business days in a
quarter, employee hiring and utilization rates The tlmmg of revenues varies from quarter to quarter due to

various factors, such as the ability of clients to terminate, engagements without penalty, the attainment of certain .

contractual objectives, the size and scope of assrgnmems “and general economic conditions. Because a s:gmﬁcant

* percentage of the Company’s expenses are relatively ﬁxed a variation in the number of client ass;gnments or the

timing of the initiation or the completion of client dss1gnments, can cause- srgmﬁcant variations in operating
results from quarter 10 quarter. o ' o

%

‘Human Capltal Resources

The Company had 1, 871 blllable FTE consultants as of December 31, 2006, compared to 1 705 as of
December 31,.2005, which represented a net increase of 10 percent, or 166 consultants, for the year. ’ ¢t

+

24




The following tables shows the employee data for the periods presented: o
l L B ‘ 2006 2005 2004

Number: of FTE consultants as of December 31, ...................... 1,871 1,705 1,523
.Average‘ number of FI;E consultants forthe year .............. ... ... 1,759 1,608 1,319
Average utilization of consultants ... 0% T0% 72%.
Number of administrative and management personnel as of

. December 31, ....L. ... 502 454 382

The average number of FTE consultants is adjusted for part-time status and takes mto consrderatmn hmng

t !
and attrition which occur during the year.
t

In addltron to the headcounts presented above, the Company has hired other employees on a short-term basis
or seasonal basrs The Company believes the practice of hiring these employees provides greater-flexibility in
adjusting consulting and administrative personnel levels in response to changes in demand for the Company’s
professional services. The 'short-térm or seasonal hires have been employed to supplement services on certain
engagements or'to provide hdditional administrative support to the consultants

In connectlon with certam recruiting activities and business acquisitions, the Company’s policy is to obtain
non-solicitation covenants from senior and mid-level consultants. Many of these covenants have restrictions that
extend 12 mhnths beyond the cessation of employment. The Company utilizes these contractual agreements and
other agreements to redice the risk of attrition and to safeguard the Company 8 existing cllents staff and
projects. l

The Company continually reviews and adjusts, if needed the consultants’ total compensatlon which
includes salarles annual cash incentive compensation, and other cash and equity.incentives from certain
Company programs to ensure that the consultants’ compensation is competitive within the industry, is consistent
with the Company’s perforlnance and provides the Company the ability to achieve target profitability levels. The
Company’s compensatlon structure is reviewed and approved by the Compensation Committee of the Company s
Board of Directors. The Company s bill rates to clients are tiered in accordance with the experience and levels of
the consulurlg staff. The Company monitors and adjusts those bill rates according to the supply and demand of
the then-current market conditions within the various industry segments served by the Company. '

During 2007, in connectron w1th compensation reviews, the Company has been given authonty to grant up
10 $25 mllll(lll in “Key Leader stock incentives. The restricted stock awards will vest seven years from the grant
date, with the opporturnty for accelerated vesting over five-years based upon the . achievement of.annual
Company- wrde performance metrics. The Company intends to issue the restricted stock at the time of payment of
annual perfonnance bonuses in March 2007. In addition, the Company is reviewing other compensatory,
developmental and benefits programs to enhance its retention and motivation of consultants.

Liquidity and Capital Resources .

Summaryl e

‘The Company had $ll .7 million in cash and cash equrvalents at December 31, 2006 compared to $l4 9
million at December 31, 2005 The Company’s cash equivalents were primarily limited to commercial paper or
" securities (rated Aor better) with maturity dates of 90 days or less. As of December 31, 2006, the Company had
a $33.6 million balance loutslandtn,g under its line of credit agreement compared to $40.8 million as of
December 3l 2005.

Workmg capital, the excess of current assets over current liabilities, was $70.5 million at December 31
2006, compared to $41.6 million at December 31, 2005. :

The Company calculates accounts receivable days sales outstanding-(“DSQ”) by dividing the accounts
receivable balance net ofjdeferred revenue credits, at the end of the quarter by daily net revenues. Daily net
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‘revenues are calculated by taking quarterly net revenues divided by 90 days, approximately equal to the number
of days in a quarter. Calculated as such, DSO was 78 days at December 31, 2006 compared ‘to 80 days at
December 31, 2005.- . .. . .

Cash Flow

For the ‘year ended’December 31, 2006, net cash provided by operating activities was' $87.9 million,
compared to $58.4 million and $72.2 million for the years ended December 31, 2005 and 2004, respectively. The
increase in net cash provided by operating activities during 2006 compared to 2005 ‘was primarily related to
increased net income and a lower investment in working capital. The decrease in net cash provided by operating
activities during 2005 compared to 2004 was, pnmanly related to an’ mcreased 1nvestrnem in workmg caplta.l
during 2005. :

Net cash used in mvesung activities for the year ended December 31 2006 was. $94 4 mrlhon compared to
$129.9 million and $81.6 million for 2005 and 2004, respectively. The decrease in net cash used in investing
activities for 2006 compared to 2005 was primarily related to a lower amount of investments made in business
acquisitions. The increase in net cash used by investing activities for 2005 compared to 2004 .was primarily
related to an increased investment.in business acquisitions. The Company had capital expenditures of $23.7
million in 2006, which was primarily related to investment.in technology'purchases léasehold improvements in
certain offices and furniture for its facilities. The Company’s capital spendmg in 2006 was generally consistent
with the $21.3 million spent in 20035, The increase in capital spending during 2005 compared to 2004 primarily
related to increased facilities and technology investments.

e,

Net cash provided by ﬁnancmg activities was $3.4 mr]hon in 2006 compared to $49. 5 million in 2005 arrd
$7.8 million in 2004. The 1ncreased net cash provrded by ﬁnancmg activities in 2005 wis primarily related to
bank borrowrngs under the line of credit. The Company utilizes its’ line of credit pnmanly to finance certam
busmess acqursmons :

Debr Commrrmenrs and Caprral

As of December 3l 2006, the Company marntamed an unsecured revolvmg line of credit’ agreement for
$200.0 million, which expires in November 2011. On November 15, 2006; the Company amended its line of
credit facility to increase. the facility from $175.0 million to $200.0 million, with the option to increase the
facility further to $350.0 million. The amended line of credit allows the Company to borrow in multiple’
currencies. In-addition, the amendment extended the maturity, of the agreement from July 2008 to November . .
2011. ' - : L N

"As of December 31, 2006, borrowings under the revolving line of credit -agreement bear. interest based, at
the Company’s option and based on the currency borrowed; on either (1) the higher of the prime rate as defined
less 0.15 percent of the determined prime rate or (2) London Interbank Offered Rate (LIBOR} plus 0.475 percent.
The line of credit agreement requires the Company to maintain certain levels of interest and debt coverage. The
" Company ‘complied with the terms of its line of credit agreement as of December-31, 2006 and December 31,
2005. As of December 31, 2006, the Company had a $33.6 million balance outstandmg under the line of credrt
agreement compared to $40.8 million as of December 31, 2005

As of December:31, 2006, the Company had total commitments of $179.4 million, which consisted of $15.3
million in deferred business acquisition obligations; payable in cash and its commori stock, notes payable totaling
$6.8 million, $33.6 million in line of credit borrowings' and $123.8 million’ in lease commitments. The lease
commitments are related to the Company’s leases of office facilities and certain equipment under operanng lease

¥

arrangements that expire at various dates through 2017. ; R
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|
. The followmg table shows the components of srgmﬁcant commitments as of December 31, 2006 and the

scheduled years of payments due by period (shown in thousands): S ,
Contractual Obltgatlons ) Total 2007 ‘20(]8 102009 201010 2011 Thereafter

Deferred puré:hase price obligations . ............. $ 15317 $%10,184 $ 5,133 $ — $ —
Notes payable .......... | 6,786 1,000 5,786 — —,
Lineof credit ..........L ... oo 33,567 33,567 — — —

Lease commitments .....L..... . ccviiiriiinnn. - 123,760 - 21,137 .- 37,799 31,077. 33,747
‘ e Ot $179.430 '$65,888 - $48.718' ¢ $31,077 - $33,747

The Company believels that its current cash and cash equivalents, future cash flows from operations and the
line of credit facility will prov1de adequate cash to fund anticipated short-term and long-term cash needs from
normal operaltrons In the event the Company was to make significant cash expenditures in the future for major
acqulsmons or other non-operating activities, the Company mrght need additional debt or equity fi inancing, as -
approprlate

Off-Balance!Sheet Arrangements ' . S ;

The Company does not mamtam any off-balance sheet arrangements traneactlons obhgauons or other
re]atronshlps with uneonsoilldated entities that would be expected to have a material current or future 1mpact on
the Company’s financial condmon or results of operations. .. . “.

Item 7A. Quantitative and Quahtatrve Dtsclosures About Market Risk. 1t

The Company § primary exposure o market risks relates to changcs in’ interest rates assoc:ated Wllh its
borrowings under the tine of credit, and its investment portfolio, classified as cash equwalents The Company’s
general lnvestment poltcy is to limit the risk of principal loss by limiting market and credit risks.

As of D:ecember 31, 21006’ the Company’s investments were primarily limited to ‘A’ rated securities, with
maturity datefs of 90 days or less. These financial instruments are subject to interest rate risk and will decline in
value if interest rates rise. Because of the short periods to maturity of these instruments, an increase in interest
rates would not have a material effect on the Company’s financial position or operatirig results. + - -,

The Company s market rlsk associated with its line of credit reiates to changes$ in interest rates. As-of
-December 31 2006, borrtl)wmgq under the, revolving line of credit -agreement bear -interest based, .at the’
Company’s dptron and based on the currency borrowed, on either (1) the higher of the prime rate as defined less
0.15 percent|of the determmed prime rate or (2) London Interbank Offered Rate (LIBOR) plus 0.475 percent.
_Based on the line of credit balance as of December 31, 2006, a substantial rise in. interest rates would not have a
‘material . effect on the Comlpany s financial position or operating results. The Company does not antrcrpate any
material changes in-interestjrates in the short-term future. S

Other than the certain deferred purchase price obllganons notes payable and borrowings under its
revolving lme of credit agreement, thé Company did not have, at December 31, 2006, any other short-term debt,
long-term debt,-interest rate derivatives, forward exchange agreements firmly committed' fore:gn currency sales
transactlons or derivative c'ommodlty instruments. . . :

.- The Company operates' in foreign :countries, which exposes it. to market risk- associated with foreign
currency exchange rate ﬂuctuatlons The Company’s foreign currency-exchange rate risk includes operating cash
and debt den'ommated in forelgn currency, which is used to fund foreign operations. At December-31, 2006, the
Company had $29.6 mllhon of United Kingdom Pounds Sterling borrowings under the Company’s line of .credit
that was used to fund its operations in the United Kingdom. oo .
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Item 8. - Financial Statements and Supplementary Data.

The Consolidated Financial Statements of the Company are in this report as pages F-l through F-30. An
mdex to such information' appears on page F-1. B

M
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- Item 9.. Changes in and Drsagreements wuh Accountants on Accountmg and Financial Disclosure.
. - ’ l . . .

None. ., . “: = "\ i '.,:

...:’].. . ‘{n . R - .-"'-‘ -

. [ RS ' [ .
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. Item 9A. Controls and Procedures. - ST o

(1 ) Evaluation of Dzsclosure Controls and Procedures

u

The Company malntams drsclosure contro]s and procedures {as def ned in Exchange Act Rule 13a-15(e) and

15d-15(e)) that are desrgned to ensure that 1nformatlon reqmred to be disclosed i in the Company’s reports filed or
N "t submitted under :the Exchange Act is recorded, processed summarized and reported within the time frames
spec1ﬁed in the SEC’s rules and forms, and that ‘such 1nformatlon is accumulated and communicated to the
‘Company’s management including its principal executlve officer and principal financial officer, as appropriate,
to allow timely decisions regarding required dtsclosure {\ny system of controls and procedures, no matter how
well de51gned and operated can provide only reasonable assurance of achlevmg the desrred control objectrves
. Management of the Company, with the pamcrpauon of the principal executlve ofﬁcer and the pnnc1pa]_ '
" financial officer, evaluated the. effectiveness of the design and operation of the’ Company 5 disclosure-controls
and procedures as of December 31, 2006. Based on the material weakness discussed below, the principal
executive officer and prmcrpal financial- ofﬁcer have concluded that the Company’ s disclosure controls ‘and
procedures were not effectlve as of December 31 2006.

1 T

\ S

L (2) Management s Reporr on lnterna! Control over, F mancral Repomng

Management of the Company is respon51ble for estabhshmg and maintaining adequate internal control over
. financial reporting (as-defined in Rule 13a-15(fy and 15d-15(f) under the Exchange Act). Because of its inherent
hmltanons internal control over financial reporting may not prevent or detect misstatements. Also, projections of
any evaluation’ of effectiveness to future-periods are sub_]ect to the risk that controls may become inadequate
-because of changes in conditions, or that the degree-of compliance with the policies or procedures may
deterlorate R

+ Management eonducted an evaluation of.the effectlveness of thé Company’s-internal control over financial
reporting as of Deeember 31,2006 based on the framework published by the Commiittee of Sponsoring

) Orgamzanons of the Treadway Commrssron Intema! Comrol—lmegmted Framework. In the course of its
- evaluation, management concluded that the Company did not'maintain effective control over financial reporting
as of December 31, 2006 due. to the existence of a materral weakness, described below. A material weakness
represents’ a 51gn1ﬁcant deﬁcrency (as defined in the Pub]rc Company Accounting Oversight Board’s Auditing
Standard No. 2),.or a combination of significant deficiencies, that results in more than a remote likelihood that a
material misstatement of the annua] or interim financial-statements will not be prevented or detected on a timely
basis. . -

-
. L

Management identified a material weakness in the Company’s risk-assessment process as of December 31,
2006. Specifically,.the Company did not have effective policies and procedures in place to fully consider the
impact of control deficiencies on the Company’s prior accounting for relevant non-routine transactions that had a
"continuing 1mpact on the Company s consolidated ﬁnancral statements. As a result, upon the identification of a .
deficiency in mternal control over business combinations dunng 2006, the Company failed to consider the impact

_of this deﬁc1ency on its accounting for previous business. combmatrom that were structured in a similar manner. -
This matenal weakneqq resulted in material mlsstatements in the Company’s 2006 preliminary consolidated

roaor
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financial state'ments The agg'regate impact of the misstatemnents has ‘beén: recordedtat January 1, 2006 as a
cumulative effect of an accountmg change in connection with the Company’s adoption of SEC Staff Accountmg
Bulletin No. 108 Cons:derlmg the Effects of Prior Year M:sstaremems When Quannfymg Mtsstaremenrs -in
Currem Year Financial Srate ments. :
Management s assessment of the effectlveness of the Company ] mtemal control over ﬁnanmal reportmg as
of December 31 2006 has been audited by KPMG LLP -an independent regrstered publlc accountmg ﬁnn ,as

stated i in their Ireport which is included elsewhere in this Form 10- K ) .

W0 1o PP (e . D . Bt L - P IS Lol g ey

(3) Changes in Imemat Control over Financial Reportmg _"- o s R

" There has, been’ no change in the Company s internal control over ﬁnanc1a1 repomng dunng the Company s
fourth quarter 'that has™ matelnally affected or is'reasonably lrke]y to matena]ly affect, the Company s internal
control over financ1al reporting, : .o s

. T a.—e
» . . a b n

In response to the matenal wealmess noted above the Company will adopt a control requmng that in the
event of a s1gmﬁcant deﬁcn':ncy relating to_a non-rounne transaction, the Company will review prior. relevant
_ non-routine. transactions. The Company also has commenced implementation.. of additional controls and
procedures to ensure the pro'per allocation of consrderanon related to future acqunsmons between purchase price
and compensatlon expense. EThe 1mplementat10n of these additional controls and procedures is expected to be
completed by March 31, 2007. : o C g

Item 9B. . Other Information.

R .o ' '

None. .. L . o : "
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. financial reportmg based on our audit. ’

REPORT OF lNDEPENDENT REGISTERED PUBLIC-ACCOUNTING FIRM
The Board of Dlrectors and Stockhoiders t y
Nav1gam Consultmg, Inc.: ‘

. Weé have audited management s assessment, presented in Management’s Report on Internal Control 0ver
Finaricial Reporting (Item 9A(2)),.that Navigant Consulting, Inc. (the “Company™) did not maintain effective
internal contrél over financial reporting as of December. 31; 2006, because of the effect of a material weakness
identified in management’s assessment based on criteria established in Internal Control—Integrated Framéwork
issued by the Committee of Sponsoring Organizations of the Treadway Commission. Navigant Consulting, Inc.’s
mariagement is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal-control over financial reporting. Our responsibility is to express an
opinion on managemem s assessment and an opinion on the effectweness of the Company s internal control over

We conducted our audit in accordance with the s;landards of the Public Company Accounting Oversight
Board (United States). Those s'tandards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding 'of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances.’ We believe that our audit provides a
reasonable basis for our opmlon .

A company’s internal control over financial reporting is a process desngned to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertainito the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dlsposmons of the assets of the company; (2) provide reasonable
assurance that transactions are recorded:as nécessary to permit preparation of financial statements in accordance
with generally accepted accountmg pnnc1ples and that receipts and expenditures of the company are bemg made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of comphance with the
policies or procedures may deteriorate. . =

A material weakness is a control deficiency, or combination of control deficiencies, that results in more than
a remote likelihood that a material misstatement of the annual or interim financial statements will not be
prevented or detected. Management identified a material weakness in-the Company’s internal control over
financial reporting as of December 31, 2006, related to its risk assessment process. Specifically, the Company did
not have effective policies and procedures in place to fully consider the impact of control deficiencies on the
Company's prior accounting for relevant non-toutine transactions that had a continuing impact on the Company’s
consolidated financial statements. As a result, upon the identification of a deficiency in internal control over
business combinations during 2006, the Company failed to’ consider the lmpact of this deficiency on its
accounting for previous business combinations -that were structured in a similar manner. This material weakness
resulted in matenal misstatements in the Company s 2006 preliminary consolidated financial staternents.

In our opinion, management’s assessment that Navigant Consulting, Inc. did not maintain effective internal
controt over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the
criteria restablished in Internal Control Integrated Framework issued by the Committee of Sponsoring
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Organizations' of- the Treadway Commission. Also inour opmton because .of the éffect of the material weakness

[-
described above on the achl!evement of the objectwes of the control criteria, Nav1gant Consulting; Inc. has not
maintained effective 1ntemal control over financial reporting as of . December 31,°2006; based on the-criteria
established 1nl1ntemal Control Inregrared F ramework tssued by the Commmee of Sponsormg Orgamzatlons of.

s .
the Treadway Commlssmnf ho- o . B

e

We also have audlted m accordance ‘with the standards of the Public Company Accountmg Over51ght Board _
(Unlted States) the’ consohdated balance sheets of Navigant Consultmg, Tnc: and sub51d1anes as of December 31 o
. - 2006 and. 2005 and the. related consohdated statements of income, stockholders equtty, and cash flows for each
+  ofthe years in the three year perlod énded December 31, 2006, and our report dated March 1, 2007 expressed an

|
unqualtﬁed opinion t thereon Y . R e e
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PART III

Item 10. D:rectars Executive Ojﬁcers and Corporate Governance

Information required in response to this Item is mcorporared ‘herein by reference from the Company’s
definitive proxy statement for the Company’s Annual Meetmg of Stockholders scheduled to bé held‘on April 27,
2007, which proxy statement will be filed with the Commlssmn pursuant to. Regulatlon 14A not later than 120
o .days after the end of the Company s.yéar ended December 31, 2006 -

. o . r - .o
l_tem 11. . Executive Compensanan

Infon'natlon requrred in response- to this Item is incorporated herein by reference from the Company $
- definitive proxy statement for the Company s Annual Meetmg of Stockholders scheduled to be. held.on April 27,

| 2007, which proxy statement will be filed with the Commlsswn pursuant to Regulation 14A not Iater than’ 120

days after the end of the Company s year ended December 31 2006.

Item 12. Security Ownershrp of Certaln Beneficial Owners and Management and Related Stockholder
‘ Matters, v .

Information requn'ed in response to this ltem is 1ncorporated herein by reference from the Company’s - '
definitive proxy statement for the Company 5 Annual Meetmg of Stockholders scheduled to be held on April 27,
2007, which proxy statement will be filed with the Commission pursuant to Regulation - 14A not later than 120
days after the end of the Company s year ended -December 31, 2006.

" Information reqmred with respect to the securities authorized for issuance under the Company s equity
compensation plans, inctuding plans that have prevnously been approved by the Company s stockholders and
plans that have not previously been approved by the Company’s stockholders, will be set forth in the Company 5
definitive proxy statement for the Company’s Annual Meeting of Stockholders. scheduled to be held on April 27,
2007, and such information is incorporated herein by reference. :

~Ttem 13. Certain Relatwnsh:ps and Related Transactzons and Director Independence

Information requ1red in response to this Item is - herem incorporated by reference from the Company’s
definitive proxy statement for the Company’s Annual Meeting of Stockholders scheduled to be held on April 27,
2007, which proxy statement will be filed with the Commission pursuant to Regulation 14A not later than 120 -
days after the end of the Company’s year ended December 31, 2006.

Item 14, Pnncrpal Accountant F ees and Serwces

Information requ1red in response to this Item is mcorporated herein by reference from the Company $
definitive proxy statement for the Company’s Annual Meeting of Stockholders scheduled to be held on April 27,
2007, which proxy statement will be filed with the Commnssnon pursuant to Regulauon l4A not later than 120
days after the end of the Company s year ended December 31, 2006

l -k .
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“"Item 15,

PART IV

.

o fl . . H

Exhibits and Finai:cial Statement Schedules.” - o . ;o ot

" (a) The |consolidated ﬁnanc1al statements-and_fi nancial statemerit schiedule ﬁled as part of this report are
listed in the accompanymg Index to Consohdated Fmanc1al Statements.

- (b)The T:X]'llbll‘% filed as part of this report are llsted below:

10.15%

a. Exhibits: : _ R
Exhibit
No. Descnplmn
2.1 . 'Asset Purchase Agreement dated as of January 30 2004 among the Company, Tucker Alan Inc., and
© o the shareholders of Tucker Alan Inc. (12) o ‘ :
2.2 - Asset Purchase Agreement dated as of February 8. 2005 among lhe Company, Casas Benjamm &
Whlte LLC and certain other partles thereto (1 3)
3.1 Amended and Restated Certificate-of Incorporanon of the Company {1
32 . Amendment No. 1 to Amended and Restated Certiﬁcate of Incorporation of the Company (2)
33 Amendment No. 2 to Amended and Restated Certificate of Incorporanon of the Company’ (3)
34 Amended and Restated By -Laws of the Company, 4 -
3.5 Amendment No J.to Amended and Restated Cemﬁcate of Incorporation of the Company (14)

4.1 Rights Agreement dated.as of December 15, 1999, between the' Corpany and American Stock
Transfer & Trust Company, as Rights’ Agent (which includes’the’ form of Certificate of Designations
setung forth the|terms of the Series-A Junior Participating Preferred Stock.as Exhibit A, the form of
Rrghls Ceruficale as Exhlblt B and the Summary of nghts lo ‘Purchase Preferred Stock as

'ErhlbltC)(S) . I L & _ .
4.2 Subsutuuon of Successor Rights- Agent and Amendment No 1 to nghts Agreement dated as of
June L, 2005 between the Company and LaSalle Bank, as Successor Rights Agent {21).

10.1% - Long-Term Incentive-Plan of the Company (6) '

102 2001 Supplemental Equ1ty Incentive Plan of the Company (7)

10.3+ Employee Stock Purchase Plan of the Company (8) _ )

10.4% Amendment No! | Employee Stock Purchase Pl_a_n‘of the Company 9). L

10.5¢ Amendment No. 2 Employee Stock Purchase Plan of the Company (9) .' - #

10.6% Amendment No.3 Employee Stock Purchase Plan of the Company (10) " p

10.7¢ ° Amendmem No.!4 Employée Stock Purchase Plan of the Company (10}

10.8% ) AT'jendment No.5 Employee Stock Purchase Planof the Company (6)

10.10% Er|nployment Agreement dated January 1, 2003 between the Company and William M. Goodyear (1 1)

RIS Employment Agreement dated May 19, 2000 between the Company and Ben W, Perks ©) -

10.127 Erlnp]oyment Agreement dated November 3, 2003 between the Company and Julie M. Howard (15)

10.13% 2005 Long-Term Incentive Plan of the Company (16) ’ ‘__', 8 .

10.14% Emp]oyment Agreement dated July 24 2006 between the Company and Richard X. Fischer (17)

Employment Agreement dated May 3, 2006 between the Company and David E. Wartner (18)
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No.

Exhibit . PR S . .

*, Description

10.16%" Navrgant Consultmg, Inc. Employee Stock Purcha‘;e Plan, effecttve January 1, 2007 (19) .

1017

Thlrd Amended and Restated Credit Agreemem dated as of November 15; 2006 by "and among
Navigant Consultmg, Inc., and the foreign, borrowers named therein, collectively as Borrowers, the
several banks and other financial institutions parties thereto, LaSalle' Bank Natlonal Assocrat;on as
Léad Arranger, Administrative Agent and Iséutng Bank, LaSalle Commercial Lending; a division of
--ABN AMRO Bank N.V., as Canadian Agent and U.S. Bank National Association, as Documentation
o Agent 20

10.18% Amendment dated December 23, 2003 belween the Company and Ben W. Perks (15)

211%
23.1% -

3La#

31.2%

32.1*

(1)
R
3
@)
)

© (6)
D
®)
9
(10)
(11)
(12)

(13)
(14

Stgmﬁcant Subsidiaries of the Company
Consent of Independent Registered Public Accountmg FlI‘ITl

Certification of Chairman and Chtef Executlve Ofﬁcer requtred by Rule 13a-14(a) of the Securmee.
Exchange Act of 1934, ¢

Certification of Executlve Vice President and Chief Financial Ofﬁcer required by Rule 13a- 14(a) of .
the Securities Exchange Act of 1934, ’

Certification of Chairman and Chief Executive Officer and Executive Vice President and Chief
Financial Officer Pursuant to Section 1350 of Chapter 63 of Title 18 of the United States Code.

Incorporated by reference from the Company’'s Regtstrauon Statement on Form S-1 (Registration No. 333- ~
9019) filed with the SEC on July 26,'1996. _.. . ‘
Incorporated by reference from-the Company ] Regtstratton Statement on Form S-3 (Registration No. 333:
40489) filed with the SEC on November 18, 1997, :

Incorporated by reference from the Company’s Form 8-A12B filed w1th the SEC on July 20, 1999
Incorporated by reference from the Company s current Report on Form 8-K dated May 8, 2006.
Incorporated by reference from the Company s Current Report on Form 8-K dated December 17, 1999,
Incorporated .by refererice ‘from the Company s Annual. Report on Form 10-K for the year ended
December 31, 2000.

Incorporated by reference from the Company § Reg1stranon Statement on Form 5~ 8 (Regtstratton
No. 333-81680) filed with the SEC on January 30, 2002. RS

Incorporated by reference from the ‘Company’s Registration Statement on - ‘Form S- 8 (Reg1strat10n
No. 333-53506) filed with the SEC on January 10, 2001, . ,
Incorporated by reference - from the Company - Annual Report on Form 10 K’ for the year ended
December 31, 1998. S . - .

Incorporated by reference from the Company s AnnuaI Report on Form 10 K for the year ended.'
December 31, 1999. '

Incorporated - by reference from the Company’s Annual ‘Report on Form 10- K for the year ended
December 3 I, 2002,

Incorporated by reference from the Company s Current Report on Form 8-K dated February 13, 2004,
Incorporated by reference from the Company’s Current Report on Form 8-K dated February 14, 2005.

'Incorporated by reference from the Company s Quarterly Report on Form 10- Q for the quarterly pertod‘

" ended June 30, 2005.

(15) -

(16)

(17)
(18)

Incorporated by reference from the Company 5 Annual Report on Form 10-K for the year ended
December 31, 2003.

Incorporated'by reference from the Company 8 Defimtwe Nottce and Proxy Statement dated March 28,
2005. - | '
Incorporated by reference from the Company s Current Repon on Form 8-K dated July 20 2006.
Incorporated by reference from the Company s Current Report on Form' 8 K dated May 8, 2006.
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(19) Incorporated by reference from the Company s Deﬁmnve Notice and Proxy Statement dated March 27

2006, |, .

- (20). Incorpolrated by reference from'the Company s'Current Report on Form 8 K dated November 20, 2006. o
(21) Incorporated, by’ reference from the Company 5 Annual Report on; Form 10 K for the ‘year ended

Decemllaer?:] 2005. . | o . o . R

® Indlcates ﬁled herewrth T RXERRERART i
T Indlcates a management contract or compensatory p]an or arrangement reqmred to be ﬁled as an exhlblt to
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ool Pursuant to.the requlrements of Secnon 13 or 15(d) of the Secuntres Exchange Act of 1934 -the Reg1strant .
. . has duly caused th1s report to be s;gned on 1ts behalf by the undersrgned thereunto duly authonzed i
P ' N 1. S s !
Date March 1, 200'.or L l Dk . Vo RN
- et : Navrgant Consulung, Inc “ ‘ " SR
o . By: /s/ WILLIAMM GOODYEAR . E
SN f'»‘ s I : . v - . "Wiltiam M, Goodyear ax
LT o Chairman and Chlef Executive Officer '
- ' oo Pursuant to the requ1rements of the Securitiés! Exchange Act of 1934 thls report has been 51gned

\ - o below by the followmg persons hn behalf of the Regrstrant and in the capacity and on the dates mdlcated

Ny ap e

| . . ) _ _ i . e ,
o Slgnature e o " Title Date ,
i:r- A T . N s ——, L . r LT . -
s ; . I8/, 'WIiLLIAM M. GOODYEAR - Chairman and Chief Executive Officer ©° . March.1, 2007
i - William M Goodyear and Dlrector (Prmc1pal Executive . .~ .
] b CEL e - Lo X
| e ol Ofﬁcer)
/S/ 'BEN W. PERKS. . Executlve Vice Presrdent and Chlef L March 1,-2007
¢ ., -Ben W.Perks © Fmancral Ofﬁcer (Prmcrpal . L -
. \ B P I SR Fmancral Ofﬁcer) "3 w :
P ‘ , - L g . e e &‘
/s/ DavID E. WARTNER - Vrce Presrdent and Controller *m o March 1, 2007~ ’
! : " David E. Wartner ;.. (Prmc1pal Accountmg Ofﬁcer)< f ’ .
"+ s fs/ THOMAS A: GILDEHAUS ' " " Director- - S L =i »March 1, 2007
: . Thomas A. Gildehaus - - - o
EELACORI L e . Lo .
Jsl. VALERIE BAJARRETT. Director: ==, March 1, 2007
v s Tes T Valerie B Jarrett. 7] e - e 5 S
, /s *PETER-B.POND "- ‘ Director_;ig“ L *+., + March 1, 2007
ot 7« .. PeterB.Pond - . ' E— e
. ‘Is! - SAMUEL K. SKINNER - Director " March 1,2007 -
' ; - "Samuel K. Skinner” . .- - " ’
/s/ . GOVERNOR JAMES R. THOMPSON: Director ~ . _ March 1; 2007
Y ‘ Governor James R. Thompson: : Lt s
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v ‘N1|LV[GANT CONSULTING INC AND SUBSIDIARIES
. INDEX TO THE CONSOLIDATED FINANCIAL STATEMENTS
‘_?"._ ) . '; " -4 l . ‘ : \. . “ Pﬂge )
Report of lndependem Reglstered Publlc Accountmg Flrm ........ R F-2
' Consohdated Fmancral Statements as of December. 3l 2006 and 2005, and for each of the years in the
. three- -year perlod ended December 3L 2006 . ;
v Consolidated Balance Sheets R SR DU Ll B3
‘"ConsohdatedStatementsoflncome L el .... F4
.+ .Consolidated Statements of Stockholders Equity ............ P e T .. F3
“ Consolidated Statements of Cash Flows........ e PR EE T F6. "
Notes to Consoltdated Fman'clal Statements e e T F-7
I. Description of: Busmess e PR Ll A 'F-7.
2. Summlary of Significant Accounting PONICIES ...\ vt e e i F-7
3. Acquisitions ... .. RERRRR e Ve S P F-10
4 Segmem Information . . .. .. e PP U F-12
"5, Goodw1ll and lntanglble Assets, Net ............ L F-14
6. Net lncome per Share (EPS) ..ooiiiii ) S F-16
7. Stockholders Equ1ty, ........................ PP PP e ... F-l6 4
8. Share—Pased Compensatton EXpense ........cooiiiiiiiiiiniiaaan. S ... 7 F-18
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10. Supplemental Consolldated Cash Flow Information . .................. L F-26
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Schedule [I—Valuation and Qualifying Accounts .............................................. 8- 4
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

. o Ll
1. e t

The Board of Directors and Stocknolderé :
Navrgam Consultmg, Inc.:

We have audited 'the accompanying consolidated -balance sheets of Navigant Consulung, Inc, and
subsidiaries (the “Company™) as of December 31, 2006 and 2005, and the related consolidated statements of
income, stockholders’ equity and cash flows for each of the years in the three-year period ended December 31,
2006. In connection with our audits of the consolidated financial statements, we also have audited the financial
statement schedule as listed in the accompanying index.  These consolidated ﬁnanc:lal statements and financial
statement schedulé are the responsibility of the Company’s management. Our resp0n51b1hty is to express an
opinion on the consolidated financial statements and financial statement schedule based on our audlts

We conducted our audits'in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall ﬁnancm! statement presentation. We belleve that our audlts provide a reasonable basis for our
opinion. . ,

‘ LI

In our opinion, the consolidated financial statements referred to above present falrly, in all materlal respects
the financial position of Navigant Consulting, Inc. and subsndlanes as of December 31, 2006 and 2005, and the
results of their operations and their cash flows for each of the years in.the three-year period ended December 31,
2006, in conformity with U.S. generally accepted accounting principles. Also in our opinion, the related financial
statement schedule, when considered in relation to the basic consolidated financial statements taken asa whole,
presents fairly, in aII material respects, the mformatlon set forth therein. .

As discussed in Note 2 to the consolidated financial statements the Company changed 1ts method of
accountmg for stock-based compensation effective January 1, 2006. ‘

As discussed in Note 7 to the consolidated financial statements, the Company changed its method for
quantlfymg errors in 2006. : .

We.also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of the Company’s internal control over financia! reporting as of December 31,
2006, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission, and our report dated March' 1, 2007 expressed an
unqualified opinion on management’s assessment of, and an adverse opinion on the effective operation of;
internal control over financial reporting.

ra

/s KPMG LLP

Chicago, Itlinois
March 1, 2007




CONSOLIDATED BALANCE SHEETS

{In thousands) - .
December 31, December 31, .
2006 - 2005 )

o ASSETS i

Current assets:’ o
_Cash and cash equwalents .......................................... $ 11 ,’;_’45'_ ' $"I‘4,8_7l .
Accountsrecelvable Nel . .. 168,062-. 145,616
Prepaid eXpCI;ISCS and other current assets . ........ R e } 9,396 8,189
Deferred ANICOME TAX ASSELS |-+ v v v e v e e e e e e e e e e e e e et 11,042 v11,231-

Total CUITENt A88Et8 . 1. L ottt e e 200,245 -.: 179,907
-Property and:equipment, 1 T - 51,164 .0 42.320.

"+ Inangible assets, net. ... !, .. e R S L 38,416 20,423!
Goodwill .. |......... S P, . e 359,705 - . 298,332
Other assets L. .. .. L Lo 2,828, 1,881

Totalassets . ....... S T - 1$652,358 © $542,863"

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current llabllltlesr
© Bank borrowlmgs
Accounts payable . . ... N S D I
+"Accrued liabilities - ‘

| .
Accrued compensatlon-re]ated e R

NAVIGANT CONSULTING INC. AND SUBSIDIARIES

Income taxes .payable ..
Note payable
*Qther current liabilities’

Total current liabilities .............o.oonn, e T129,742. - 138267
Non-current liabilities : | o Lo
Deferred i mcome tax habllltles e e e e 19,164 8,793 |
Notes payablle . L e [ 5,786 -
Othef non-current liabilities . .. . ... S 11,090 11,355
Total hon-current llabllmcs e e P [P . 36,040 ©20,148
- Total Illabllmes ..... SO s S e 165,782 158,415
Slockholders equity: . :
Preferred stock, $.001 parlvalue per share 3, 000 shares auLhonzed no shares
1ssued orloutstandmg ............................................. — —
Common stock, $.001 parjvalue per share; 150,000 shares authorized; 53,881 _ ,
. and 50, 60] shares issued and outstanding at Dccember 31, 2006 and 2005 ... 56 35
Additional pald in capltal, ............................................. 519,073 - 479,826
Deferred StOCK iSSUANCE, L . ...\ v vt it v ves ettt enee e vine e naens 7,150 . 16473
* Treasury stbck T (38,663)  (60,424)
Accumulated AefICit - v e (4,214) 51,414y
Accumulated other comprehensive income (0SSY v vt .. 3,174 - (68)
Total !stockholders equity ..... e 486,576 384,448
Total lriabi]iti'es and stockholders’ equity .............. e L. $652,358 $542,863

F-3

' $-3_3,567
CU1L,667 -

5,254
' 48,926
- 5,907
1,000

23,421,

$ 40,800

11,079
- 8,444
"43,683
' 4,551

29710

See accompanying notes to the consolidated financial statements.




NAVIGANT CONSULTING INC AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOM_E {
L (In thousands, except per share data) ‘
et Y L : _ ' ST ) _ For the years ended December 31, .
IR » - ca . C : 2006 005 . 2004 .
T . Revenues before relmbursements ............. e e $605,105 $§OS,874 ’ $426,867_' ‘
' Relmbursements A e e g 76,640 ' . 066,618 55,252 S
l:‘.J.Total FOVEMIES » IO 681,745 "575492. 482,119
. :','Cost of sérvices before’ reimbursable EXPENSEs . ... ...... ceeeeeeaeaoeaa: o 349,103 - 299,180 255 674 ‘
Lo ;Relmbureab]e EXPENSES . .. ieeei e i 76,640 - 66,618 ° 55252 . -
C ) Tota] costs of services .............. B T T T TR 425743 365,798 310,926 °
: Genera] and admrmslratwe EXPENses .. ... ....... e . 127,579 100,452 87,542 .
'. Deprecmuon expense e e 13,400 10,213 8312 '
.. Amomzanon expense NIRRT R e . . 9,959 8,538 73,562 )
_Restructunngcosts.:.‘;_'_...:.................Z ......... . — — .],Q91' R
- ",Lrtlgalloneharge ' ...... » 7.400 1,250 385
. %~ Operating income . ............. e e el 97.664 89,241 70,301
Interestexpense ....:.... . ... .o ol e .. 2 4815 3,976 2481 .. ¢+
. -~ Interesti INCOME .. oo ST e (402) . (290} (330) -
- Other 1ncorne et ' :. .. .' I e e (209 - (403) (287) ‘
Pl Income before mcome taxes . .:._ .......... e e ol 93360 85958 68; 4370
S Income tax expense s A e S P 40,386 36,102 28,062
Net incorfie ...I': e e SUDUUIR SRR .. $52974 § 49,856 ' 40.375
- Basic income per Share T [ RO $°71.00 $ 100 '$ 086
- Shares. used in. eomputmg income per bamc shares B TS E I TR 52,990 50,011 47,187
Dllutedmcomepershare R .. %8 097 § 095 % 080
e Shares used in computmg 1ncome per diluted shares . .~ ... ............. © 54,703 - 52,390 50,247
. |
C. . S“é‘: . ‘- . .. . .. ) . N . R - ’ ‘
' AR See accompanying notes to the consolidated financial statements. |
b T c_.“‘: & . 7' - . B |F-4 - J
. :' i . ‘
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NAVIC”ANT CONSULTING, INC. AND SUBSIDIARIES , . 3’

SR CONSOLIDATED STATEMENTS OF CASH FLOWS - .~ « . .oty
coLs - - (In thousands) . P i

h _l . — i P }, o R _';Yea'i's_'ended Decel:ﬁl;:ér.:’s'l,‘. DL ' N :5;

7 o S . c L2006 22005 2004 -- ;i‘
* Cash flows from operatmg activities: R FE R B oy . L él
Net income .. ..... e e e e AR '$,j~5,2;974'i $.-49,856 . $.40,375, 7
Ad]ustments to reconcile net incotie to niet cash prov1ded by operating - .- o g %

" . activities, net of acquisitions: > . , o , " g 41 ' - AT |
Depreciation expens¢ ......... 13400 10213 - 83120 T
Amiortization eXpense . ......... R et Leigee ‘9, 959 18,538 3,562 - ¥
~Share-based compensatxon EXPENse ... ..... TR TR . 13 661 . . 9,079" 9,589 .

+ Payments related to: 'stock appreciation rights obhgatlons ‘ L= (1 387) (2,407) - 4

Tax benefit of issuances of common stock . . .‘ ........... e SO ' .5 85_6 13,124 L
Amortization of consultants’ non-solicitation agreements A I T ) R R xl 796 LB
Payments related to consultants non- sohc1tatton agreements ....... PRt Coe(1,062) (1, 064)
Accretlon of interest expense ‘ : cE o n§780 ’,"1,15,3,{ 1,262, F E
Provisions for bad debts .~................ PO N ) . 10,015 =77 7,987° ¢ 6, 352 ac
‘Deferred income taxes ........., P e 3444 * 685 %4 607_ LR ¢
‘Other,net ............ ES O AL Y 62 70 363, LB

o Changes in assets and liabilities: o o g S
. ST Accounts receivable .............. 0 ... .. e '(20 462) (31 865) (54 407) ¥
*“" .~ - Prepaid expenses and other Current assets .. ... . .c.oovveeennn . (751)- : (5377 . (197 }
" Accounts payable ........... ... R ‘ (932)}_'_ o 24314 5,105 i

: Accrued liabilities ............ ..o 0., T SRl ' (3 182) 1,342 - 1,091, f

7 Accrued compensation-related costs ... . TR oo w7223 0 (8,778) - 31,378 R ¥

Income taxes payable ST P O S PR (2 421), . '6,‘2_64 4,200, g

_ _ Other current liabilities .............0 .. ee. L e '_ 4,142 - 24777 7,228 . H
. Net cash provided by operatin.g'éctivitiés e [P . 879127 _-58,397 72,240, ft
Cash flows from investing activities: . Y SR o ST e f;

- Purchases of property and equlpment ..... A P e (23,771)"  *(21,345) (14,?26) E kY
Acqu1s1t10ns of busmesses ‘net of cash acqu1red .................... (56 320). . (82,875)  (53,735) &
Payments of achISltl()n habtlltles Lo O S (13 365) "".J:(26,723)-:-‘ +(13,450) T ;5

'« Proceeds froim dlvestlture of assetsheld forsale ............... weie e T — T 32200 T e Tk

. Otherynet .:...:.i... RO Bl CO©51) @221 - 330 4
Net cash used in 1nvest1ng act1v1t1es ........... BT fe e e w( 94 413)‘ ©(129,944) (81,581) ' f
Cash flows from ﬁnancmg activities: ¢ _— B oo ‘fﬁ_, LA L L é
 Issuances of common stock PP P e e 9,_132_ 8721 7,836 - %

'.: Taxes benefits from lssuanceslof common stock . ...... .. e el 47380 e T F

: Borrowmgs from (repayments to) banks; net R CEERTRTRRRRRREREE v _(10495) .. 40,800 - —% r~ w;
" Net cash prov1ded by. ﬁnancmg activities .-"._ ..... el 3375 49,521~ .-"7,836. L },
) . . : RN — ., -

. Net decrease i m cash'and- cash equnvalents ..... e e (3 126) (22 026) ~ (1,505)- - 2
Cash and cash equlvalems at begmmng bf the year ..... D 14,871 . 36,897 . .38402" ", - H
Cash and cash equivalents at end of the year ..... e R C 1§ 113745 $ 14,871 $ 36,"_897_,7’ i %

L - LR . . . N . t ‘; '- j ) .1

See accomp;z'ih)'ring notes to the consolidated t:;_nant:ial statements. » L f
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'{ NAVIGANT.CONSULTING, ING. AND SUBSIDIARIES
T ,NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

-

- 1. DESCRIPTION OF BUSINESS * ST | N

Navrgant Consultmg, Inc. (the.“Company™)'is a specialized independent: consultmg firm prov1d1ng dispute,
ﬁnancral regulatory and pperatlons advisory services to government agencies, legal counsel and large companies
facing the. challenges of uncertainty, risk, distress and significant change. The Company focuses on mdustnes

o 'undergomg substantlal regulatory or structural change and on the issues dnvmg these transfonnat1ons

The Company is headquartered in Chlcago Tllinois and has offices i in various cities within the Unned States .

“as well as offices in Canada China, and the .United Kingdom. The Company s foreign subsrdranes in aggregate
i

: representedlapproxrmately 9-percent of the Company’s total revenues in 2006 and Iess than 5 percent of the

- Company 3 total Tevenues for 2005 and 2004 ‘ . T o

T

e

T2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Prmcrples af Consolrdanon . '_ . : '
‘The corllsolldated ﬁnanc1al statements mclude 'the accounts of the Company and its subsrdranes All
srgnrﬁcant mtercompany transacnons have been eliminated i 1n consolrdanon

- ‘Qo

P .-
. . DI Y|

L
Use of | Esnmates . . oo s T

" The preparatlon of ﬁnanc:al statements in conformrty with U.S. generally accepted accounting principles

.. requires management to make estimates and assumptions that affect the amounts-reported in the consolidated

[
~ financial statements and the related notes. Actual results could differ from those estimates and may affect future
results of operatlons and cash flows '

[SV T

'Reclass{ﬁcéirion's _

Certam amounts in pnor years consolldated ﬁnancra] statements have been reclassrﬁed to conform to the'

current year § presentatlon .

g " -
] .*:ﬁ.

Cash and Cash Equwalems S ' * | - ‘n"'”
Cash equwalems are comprised of liquid instruments w1th original maturity dates of 90 days or. less. "

- Fair Value omeancml Instrumenis - i [ B : B

«  The Company considers the recorcled value of 1ts ﬁnancml assets and llabrlmes which con51st pnmanly of
_cash-and cash ecluwalents accbunts receivable, bank borrowmgs and accounts payable 1o approximate the fair

value of the respecnve assets and liabilities at December 31, 2006 and 2005 based upon the short-term nature of
_the assets and habﬂmes

" Accounts Recewab!e Real:zauan

.3 The Company maintains allowances for *doubtful accounts’ for estimated losses resulting from the
Company s review .and assessment of its clients’ ability io. make required payments,, and the estimated
- realization,’ m cash by the Company of amounts due from its clients. If the financial condition of the Company’s
clients were_to detenorate resultmg in an impairment of the1r ability to make:payment, additional allowances

. might be requrred -
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NAVIGANT CONSULTING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

z

Property and Equipment

Property and equrpment are recorded at cost. Depreciation'is computed using the straight- -line method based
on the estimated useful -lives of three to seven years for furniture, fixtures and equipment, three years for
software, and forty years for buitdings. Amortization of leasehold improvements is computed over the shorter of
the remaining lease term or the estimated useful life of the asset.

Operatmg Leases

The Company leases ofﬁce space under operarmg leases. Some of the lease agreements contaif one or more
of the following provisions or clauses: tenant allowances, rent holidays, lease’ premiums, and rent escalation
clauses. For the purpose of recognizing these provisions on a straight-line basis over the terms of the leases, the
Company uses the date of initial possession to begin amortization, which is generally when the Company enters -
the space and begins to make 1mprovements in preparatron of intended use.

For tenant allowances and rent holrdays the Company records a deferred rent liability on the consolidated
balance sheets and amortizes the deferred rent over the terms of the leases as reductions to rent expense on the
~ consolidated statements of income. For scheduled rent escalation clauses during the lease term or for rental
payments commencing at a date other than the date of inltial occupancy, the Company records minimum rental
expenses on a straight-line basis over the terms of the leases in the consolidated statements of income.

e

Goodwill and lnrongible Assets .

Intangible assets consist of identifiable intangibles other than goodwill. Identifiable intangible assets other
than goodwill include customer lists and relationships, employee non-compete agreements, employee training
methodology and materials, backlog revenue, and trade names. Intangible assets, other than goodwrll are
amortized on the straight-line method based on their estimated useful lives, ranging up to fifteen years.

_ Goodwill represents the difference between the purchase price of acquired companies and the related fair
value of the net assets acquired, which is accounted for by the purchase method of accounting, ‘The Company
tests goodwill and intangible assets annually for impairment. This annual test is performed in the second quarter
of edch year by comparing the financial statement carrying value of each reporting unit to its fair value, ‘The
Company also reviews long-lived assets, including identifiable mtanglble assets and goodwill, for impairment

" whenever’ eveiits or changes in circumstances indicate that the carrying amount of an asset may not be

recoverable

"Considerable management judgment is required to estimate future cash flows. Assumptions used in the
Company's impairment evaluations, such as forecasted growth rates and cost of capital, are consistent with
internal projections and operating plans. The Company did not recognize any impatrment charges for goodwill,
indefinite-lived' intangible assets or identifiable- 1ntang1ble assets subject to amortization durmg the penods
presented. -

Revenue Recognition

The Company recognizes revenues as the related professional services are provided. In connection with
recording revenues, estimates and assumptions are requ1red in determining the expected conversron of the
revenues to cash. The Company may provide multiple services under the terms of an arrangement. There are also
client engagements wheére the Company is paid a fixed amount for its services. The- ‘recording of - these fixed
revenue amounts requires the Company to make an estimate of the total amount of work to be performed and
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* NAVIGANT CONSULTING, INC. AND SUBSIDIARIES
'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Corititiued)

revenues are then recognized as efforts are expended based-on«(i) objectively determinable output measures,
(ii) input measures |if output: measures ‘are not reliable, or (iit) the straight-line method over the term of the
arrangement. From|time. to ‘time, the Company alse earns incremental revenues, These incremental -revenue
"amounts are generally contingent|on a specific event, and the incremental revenues are recognized when the
contingencies are resolved. : o

.

P

Legal

The Company’ Irecords legal expenses as incurred. Potenttal exposures related to unfavorable outcomes of
legal matters are accrued for when they become probable and reasonably estimable” under SFAS No. 5.

Share Based Paymems—SFAS No. 123(R)

Effective January 1, 2006, the Company adopted Statement of Fmanc1al Accounting Standards (SFAS)
No. 123(R), “Share Based . Payment” which replaces SFAS No. 123, “Accounttng for  Stock-based
Compensation,” and supersedes APB Opmton No. 25, “Accoummg for : -Stock Issued to Employees ” SFAS
No. 123(R) requlres that the co|st resultlng from all share-based- compensatton arrangements ‘sich.-as_the
* Company’s stock option and restncted stock plans, be recogmzed in the ﬁnancral statements based’on therr grant
date fair value, TheFCOmpany adopted SFAS 123(R) usrng the modified prospective apphcauon method Under
the modified prosp1ecttve apphcatton -method, ’ prtor penods are not revised for comparative purposes.- Thel
valuation provrslons of SFAS 123(R) apply to new awards and to unvested awards that are outstandlng on the
effective date (January 1, 2006) or subsequently modrﬁed or cancelled ‘ ' ‘

Accounting for Certain- Financial Instruments with Characteristics of Both Lrabrht:es ana’ Equny—SFAS
No. 150 . _ - ;

_r;.

The’ Company is contractually obllgated to issue a fixed dollar amount of shares of its common stock The
|

number of shares ttI) be issued 1s|based on the trading price of the Company’s common’ stock- at the timie of
issuance. In accordance with SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics
of Both Liabilities ‘and Equity” the Company recorded such obligations .as current and non-current liabilities
based on the due dates of the oblllgatlons ‘Using the $19.76 closing price of the Company s common stock. at
December 31, 2006, 477,000 shares. would be issued if the settlement of the obllganons was to occur at the.
current balance sheet date, with a fair value of $9.4 niillion. : :

Income Taxes

Income taxes are accounted for in accordance wrth the- asset and habll:ty method Deferred tax assets and-
liabilities are recognlzed for the future tax consequences attribGtable to dlfferences between the financial
statement carrying :Iimounts of extstmg assets and liabilities and their respective tax bases. Deferred tax assets
and liabilities are measured usmg enacted tax rates expected to apply to taxable income in the years in which -
those temporary differénces are expected to be recovered or settled. The effect on deferred tax assets and

liabilities of a change in lax rates is recogmzed in income in'the period that 1nelude9 the enactment date.

Treasury Stock : . . - . T Lot
Treasury stock|transactions are recorded at cost. .
Foreign Currency Translation

The balance sheets of the Company’s. forergn subsidiaries are translated into US dollars usmg the
period-end exchange rates,-and revenues and expenses are translated using the average exchange rates for each
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NAVIGANT CONSULTING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continitéd)

period. The resulting translation ,gains or. losses are recorded in stockholders’ equity as .a component.of
accumulated other comprehensive income (loss). Gains and losses resulting.from foreign exchange transactions
are recorded inconsolidated statements of. income. Such amounts were not sngmﬁcant during the penods
presented. '

-C omprehens:ve Incame

: Comprehenswe mcome consists of net income and foreign currency translation adjustments Iti is presented
in the consolidated statements of stockholders equity. - .

3 ACQUISITIONS _ "‘ _' T
2006Acqmsmons oL o

On March 23, 2006 the Company acqunred Precept Programme Management Limited (“Precept”) for $54.7
million, which con51sted of $38.4 m:ll:on in cash and $12.0 million of the Company’s common stock paid at
closing, and a $4.3 million note payab!e die March 2008. The Company acquired asséts of $11.3 million,
including cash_of $5.6 million, and assumed lidbilities totaling $4.8 million from the Precept acquisition. The
Company did a purchasé price allocation and recorded $41.1 milion in goodwill and $12.8 million in identifiable
intangible assets as part of the purchase price allocation: Precept is a leading. mdependem dispute advisory and
program management consulting firm in the Umted Kingdom, with particular expertise in the construction
industry. The’ Company acquired Precept, which included apprommately 35 consulting professnonals
strengthen its presence in the Umted ngdom : :

, o o . -

On November 30, 2006, the Company acquired HP3, Inc. (“HP3") for $17.8 million, which consisted of
$14.3 million in cash and $1.5 million of the Company s common stock paid at closing, and $2.0 million in notes
payable (payable in two equal installments’ on the first and- second anniversaries of the closing date). The
Company acquired assets of $6.4 million and assumed liabilities totaling $4.3 million from the acquisition. The
Company did a purchase price allocation and recorded $13.0 million in goodwill and $3.3 million in identifiable
intangible assets as part of the purchase price allocation. HP3 is a nationally recognized healthcare consuiting
firm with a proven reputation in providing clinical documentation, coding, and data for improved
reimbursements, compliance and patient care. The Company acquired HP3, which included approximately 100
consulting professionals, to strengthen its healthcare business.

The Company acqmred several other businesses during the year ended December 31, 2006 for an aggregate
'purchasc price of approximately $15.4 million.- .

2005 Acqmsmons z Vv . - o ‘ . T,
On February 8, 2005 the Company acquired the majority of the assets of Casas, Benjamin & Whlte LLC
(“CBW") for $47 5 million, which consisted of $38.0 million in cash paid at closing and $9.5 million of the
‘Company's common stock to be issued in February 2006, 2007 and 2008. The Company recorded $35.7 million
in goodwill and $10.1 million in intangible assets as part of the purchase price allocation. The CBW acquisition
mcluded 23 consultmg professwnals specnahzmg in corporate restructuring and transaction .advisory services.
The Company acquired CBW to strengthen its financial advisory services pracuce

On April 15, 2(50_5; the,Company acquired Tiber Group, LLC (“Tiber”) for $8.4 million, which consisted of
$4.3 million in cash and $1.8 million of the Company’s common stock paid at closing, and $1.7 million in cash
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NAVI(‘}ANT CONSULTING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

and $0.7 million of the Company' s common stock, both payable in two equat installments 6n the first and second
anniversaries of lhe closing datel The Company recorded $8.4 million in goodwill as part of the purchase price
 allocation. Tiber 1ncluded 24 consultants that provide strategic advisory services to'clients in the healthcare
industry, '

On July 15, 2005, the Company acquired the assets of A.W.. Hutchison & Associates, LLC (“Hutchison™)
for $26.5 million, :which consistéd of $17.5 million in cash and $1.7 million of the Company’s common stock
paid at closing, and $3.0 million i in cash and $4.3 million payable in the Company’s- common stock, both payable
in two equal lnstallments in August 2006 and August 2007. As part of the Hutchison acquisition purchase price,
the Company acqunred $39 mllllon in clients’ accounts receivable. The Company recorded $18.4 million in
goodwill and $3.4 :rmlhon in mta'ngxble assels as a part of the purchase price allocation. The Company acquired

|
Hutchison, which included 57 consultants to add depth to its construction management analysis and dispute
resolution services|and to broaden its geographic presence in the southeastern portion of the United States.

On August 9, 2005, the -Compa'ny acquired the stock of _LAC, Ltd. (“LAC") for $5.7. million, which
consisted of $3.1 million in cash and 30.7 million of the Company’s common stock paid at closing and
0.1 million shares (valued at clolsmg at $1.9 million) payable in three equal installments in August 2006, 2007
and 2008. LAC was formed in- lCOnJI.lllCllOl’] with a-management buyout of the Canadian forensic accounting,
litigation consultmg and busines$’ valuation practices of Kroll, Inc., the risk consulting subsidiary of Marsh &
McLennan Companies, Inc. In connecnon with its adoption of Staff Accounting Bulletin No. 108 (see note 7),
the Company accolunted for this transacuon as a purchase of intangible assets outside of a business combination
and recorded $4.4 million of mtanglble assets as part of the purchase price allocation and $1.3 million of
compensation expense: Comc1dem with the purchase of LAC, the Company purchased the Canadian forensic
accounting, huganon consulting and business valuation practices of Kroll, inc., for approximately $18.4 million.
The Company recorded $13.4 million in goodwill and $1.2 million in mtang:ble assets as a part of the purchase
price allocation. The purchase, :V&!‘hl(..‘h included .54 consultants, strengthened the Company’s presence in Canada

and provides services in the Dispute, Investigative & Regulatory Advisory Services business segment.

2004 Acqlm'siu'()rgs‘

" On Januéry 30, 2004, the Company acquired substantially all of the assets of Tucker Alan, Inc. (“Tucker”)
for $89.5 million, lwhlch consisted of payments at closing of $45.6 million cash and 0.3 million shares of the
Company’s common stock (valued at $6.0 million at closing) and $37.9 million payable in two installments of
cash and the Comp!any s common stock within the first two years following the closing date of the transaction. In
connection with lllie Tucker acq'ulsmon the Company acquired tangible assets of $1.3 million. The Tucker
acquisition 1ncluded 230 consulting professionals active primarily in the litigation; construction and healthcare
practices. The Company acqulre'd Tucker to strengthen its national platform in these practices. Tucker has a
significant presencla in the western region of the United States that complements the Company’s other geographic

. N . 1 ' .
regions. Tucker’s service offerings and industry expertise are also complementary to those of the Company.

On June 4, 2004, the Company acquired substantially all of the assets of Capital Advisory Services, LLC
(“CapAdvisory”) for $10.5 million, which consisted of payments at closing of $6.5 million cash and 0.1 million
shares of the Company $ common stock (valued at $1.5 million at closing) and $2.5 million payable in two
instaltments . of cash and the Company’s common stock in-the first two years following the closing date of the
transaction. ‘The CapAdvmory ﬂC(I]I.llSIIIOI’l included 49 consulting professionals who complement the Company'
financial services Ipracuce and pinmanly provide financial and accounting consulting services. The Company

acquired CapAdVIsory to expand the Company’s service offerings within the financial services industry.
| ‘
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NAVIGANT CONSULTING, INC. AND SUBStDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Accoummg Jor Acquisitions -. : P

All of the Company’s business acquisitions described above have been accounted for by the purchase‘,

" method of accounting for business combinations and, accordingly, the results of operauons have been 1ncluded in
the consolidated financial statements since the dates of acquisitions.

Pro Forma Informat:on . . ! . ) 7
. As noted above, the' Company acqutred CBW on February 8,.2005 and accordmgly, the income statement
for the year ended December 31, 2005 includes approximately 11 months of operating results for CBW. The
Company acquired Tucker on January 30, 2004 and, accordingly, the income statemént for the year ended
December 3!, 2004 includes 11 .months of the operating results for Tucker. The Company acquired several

additional businesses during the .years 2004 to 2006, as discussed above. These. acquired businesses were not
included in the pro forma disclosures, as they were not deemed 51gn1ﬁcant either mdlwdually orin the aggregate .

The following unaudlled pro forma financial information (shown in thousands except net income per share)
as if the acquisitions of Tucker and CBW had been effective as of. January 1, 2004. The unaudited pro forma
financial information includes adjustmems to CBW’s operatmg results, as if CBW had been. mcluded in the

Company’s operating results. The adjustmients consist of amortization expense for the aequired mtangxble assets . -

with finite lives, salary compensation adjustments, 1ncent1ve compensation-related adjustments and income tax
expense adjustments Similar pro forma adjustments were also made for Tucker. . .
. 2005 .2004

* +Total revenues ........... R e e .. $576,371 . $509.462 -
Total cost of Services ... .covvvun e .. e e L 366,367" 323,863
General and administrative expenses ...................... e 100,695 190,212
Depreciation eXpense .:......iv.uveeeenriireeerannaneens e - 10,220 - - 8,438
Amortization expense ......... e e L 6,362 - 7,839
Restructuring costs ....... P O T e 1,091
Litigation charge ....... e L. ._: e e . . 1,250 385
Other eXpense, DEL ... .. ..ottt .. . 3,283 1,750
INCOME 1AX EXPENSE « - -« .o o veeeeenee et oo e e ey L. 37041 31,153

NELINCOME o eiveeriereaeannn e Sl 851,053 8 44,731
Basic income per share ... ........... PO PO w8 1020 % 094
Diluted income pershare . ................oouns e Loiooon. 8 097 0% 087

4. SEGMENT INFORMATION

"~ « The Company is organized in two business segments: Dispute, Invesnganve & Regu]atory Advisory
Services, and Business, Financial & Operations Advisory Services. The- Company evaluates the segments
performance and atlocates resources based upon the operating results of the business segments. -

The Dispute, Investigative & Regulatory Advisory Services business segment provides consulting services

to a wide range of clients facing the challenges of disputes, litigation, forensic'investigations, discovery and
regulatory compliance. The clients of the Dispute, Investigative & Regulatory Advisory Services business
segment often include corporate counsels, law firms, corporate boards and special committees. The Business,
- Financial & Operations Advisory Services business segment prowdes strategic, operational, financial and
technical management consulting services, as well as claims advisory services, to the management of businesses
in a variety of industries, including the healthcare, energy, financial and insurance industries. In accordance with

e
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IT‘AVIGANT CONSULTING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

the dlsclosure requtrements of SFAS No. 131, “Disclosure about Segments of an Enterpnse the -Company
identified these business segments as reportable segments

Durmg 2006 the Company reevaluated the services and sales channels of its financial and valuatlon

I - .
advisory serv1ces and its clalms advisory business, and included the operating results of such businesses in the -

Business, Financial & Operanons Advisory Services segment. The financial and valuation advisory services

- business, pno‘Lr to the third quarter of 2006, and the claims advisory business, prior to the first quarter of 2006, -

' were previously reported m an other services category Prior comparattve segment data has ‘been restated to
refléct those changes

Information on the segment operations for the years ended December 31, 2006, 2005 arid 2004 have been ‘

' sumrnartzed as| follows (shov’m in thousands)

‘ 2006 2005 2004
Total Revenues: T . ) ’
‘Dispute, lnvesttganve &;Regulatory Advisory Services .............. $318,392 $252,340  $213,886
Business, Financial & Operations Advisory Services ................ 363,353 323,152° 268,233
Total reve{wes ..................... e e s raan . 3681,745  $575,492. 3482,119
Operating Proﬁ‘t: :
" Dispute, Investigative & 1Regulatory Advisory Services .......... ... $139,557 $107,429 % 87,736
Busmess, Financial & Operations Advisory Services .. ... e 126,710 109,769 90,177
" Total combmed segment operating profit ................... . $266,267 $217,198 $177,913
'Segment reconcrllatlon to'income before taxes: ) . '
Unallocated . . . L o
General and admlmstranve expenses ......................... $127,579 $100,452 .§ 87,542
Deprecnanon expense e e SN 13,400 10,213 8312
Amortization expense ...... e e e e e . " 9,959 8,538 3,562
. __Share -based compensation expense related to consulting A
personnel .................................... P w 10,265 7,504 . 6,720
Litigation charge ... ... .. TR 7400 1250 385
Restmotunng_costs e = — 1,091
Other expense, net . 1. ............ooiii ... 4304 3,283 1,864
Total unallocated expenses,net .......... e e 172,907 ‘131,240. 109,476
Income before income tax experlse’ ............................... .. $93360 §$ 85958 - $ 68,437

The mforrnauon presented does not necessarily reflect the results of segment operations that would have
occurred had the segrnents been stand-atone businesses. Certain unallocated expense amounts, related to specific
reporting segments, have been excluded from the segment operatmg profit'to be consistent wrth the information
used by management (o evaluate|segment performance. The Company records accounts receivable, net (see Note
9) and goodwill and intangible assets, net (see Note 5) on a segment basrs ‘Other balance sheet amounts are not

maintained on a segment basis.
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5. GOODWILL AND INTANGIBLE ASSETS, NET -

1 S

As of December 31, goodwﬂl and other intangible assets c0n51sted of (shown in thousands)

. R . " R ... 2006 , . .2005 .
Goodwill ..o, i, LoeoootonA oo oooooo T 8365,130 .- 8303757 2
Less—accumulated amortization ."....... . ... [ L (5,425) b (5,425) N
" Goodwill,net ... e SO " 359,705, 298332
Intangible assets:- ~~ © -« Y DR S S N
‘Customer lists and relationships ...7................ ..., 39565 21,945 '
.Non-compete agreements .......c....coiiioa . e : 13,381 10,463 .
Tradename ............ccoooeunns e el s o o h020
Other ...t oo, [P Lo T 263 U 8,496
Intangible assets, AL COSE .. .. ....c.vueaenrii.nnn [ 65,209 "__ 41,924
Less: accumulated amortization ................. ETTTPRRS T (26,793) (21,501)
1ntangible assets, 31 PR e ., 38,416 20,423
Goodwill and intangible assets,net . ...l Ceees $398,121 - 5318755 .,

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” the Company is Tequired to
perform an annual goodwill impairment test. The Company, completed an annual impairment test-as ‘of May 31,
2006 and there were no indications of impairment recognized as of that date. As of December 31, 2006, there
was no indication of 1mpamnent to the Company’s goodwill balances. The Company reviewed the intangible
assets’ net book-values and estimated useful lives by class. As of Decemiber 31, 2006, there was no indication of
impairment related to the mlanglble assets. The Company will amortize the remaining net book values: of
intangible assets over their remaining useful lives, which range from three months 1o fifteen years. At
December 31, 2006, lhe welghted average remammg life for the Company s mtang1ble assets was seven years

 The changes in can'ymg values of goodwﬂl ‘and’ mtang1ble assels’ (shown in thousands) durmg the year
ended December 31, 2006 are as follows :

Toal .

Balance as of December 31,2005—Goodwill, net ............ . $298,332
Cumulative effect of accounting change for goodw1ll (see mote 7} ... s (8,267}
" Goodwill acqunred during the perlod .................................... .. 64,698 .
. Foreign currency translation—goodwill ............. .. ... ... .. seeee. 4942
" Balance as of December 31, 2006—Total .. ... J e $359,705
. ' Total
Balance as of December 31, '.’!OOS—-Inlangible ASSEIS, NEL ... vvvvnee e $ 20,423
) Cumulative effect of accouming change for intangible assets (seenote 7y ...... - 5,143
'Cumulatlve effect of accounting change for amortization of intangible assets -
(SEEMOIE 7 vttt i i e e e ) 217)
Intangible assets acquired during the period ... ................. 0 .. 21,341
Foreign currency translation—intangible assets, net .......... S 1,685 )
Less—amortization expense . ............. P {9,959) \
Balance as.of December 31, 2006—Total ............ e $ 38416 .
F-14 3
9
N %
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The weighted average life of intangible assets acquired during the year was nine’,years, which primarily .
related to customer; lists and relatlonshrps

As of December 31 2006 goodwill- and intangible assets; net of amortization, was $250.2 million‘for
Dispute, Investlgatlve & Regulatory Services and $147.9 million for Business, Financial & Operattons Advisory

Services.

The changes %n carrying balances of goodwﬂl and intangible assets during the year ended December. 31,
2005 are as follows (shown in thousands) .

. Totnl'
Balance as of December 31, 2004—Goodwill, net ... ... ... T §213.777
~ Goodwill BCQUITEd . e e © 84,555
Ba!ance as of December 31, 2005—Total .. ... ........oouereen. 2 $298 332
. i 5 Total
Balance as of December 31, 2004—[ntang|ble assets, net .......... UL 11,068 *
i -
Intanglble assets acqurrled e e e e e e . 17, 893
Less—amortization expense ..................... e . . '._ (8, 538)
Balan_ce as-of Decernbe[r 31, 2005—Total . T A e $- 20,42__3;

ey . K I oy

For the busmesses acqunred during the year ended December 31, 2006, the Company has. allocated the .
purchase prices, mc]udmg amounts assigned to goodw11| and intangible assets and made estimates of their related
useful-lives.- The Precept acqu1smon which occurred on March'23, 2006, included $41.1 million in goodwill and
$12.8 million in rdentlﬁable mte'mgrble assets as a part of the purchase price allocation. The HP3 acquisition,
which occurred on November, 30, 2006, mc]uded $13.0, million in goodwill and $3.3 million in identifiable
-intangible assets a:s a part of the; purchase price allocation, The amounts asmgned to. intangible assets for the
businesses acquired include non- compete agreements, client lists and relatronsh:ps and ‘backlog revenue. The
Company has made a prelrmmary valuation and allocatron of purchase price related to the Precept and HP3
acquisitions.™ - . - . . .- ST e

Total amortization expense|for 2006 was $10.0 million, compared with' $8.5 mrlhon and $3.6 milliori for
2005 and 2004, respectlvely Below is the estimated annual aggregate amortization expense to be recorded in

future years related to intangible assets at December 31, 2006 (shown in- thousands) L

Year ending December 31, ’ - ) o N Amount
12007 L e eieiieol 810026 -
2008 ......... : ...................... DU ... 1989
2009 ... S P 5741
2000 L. L, B LSRR Lo 3357
200 b [PPSR e nadal T
Thereafler ......... PP SO 9759
Total ' ........... l ............... e [ ' $38'416':§:, -

The Company has intangible assets that are expected to be amortized fully at various dates through 2021.

. F-15
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6 NETINCOME PERSHARE (EPS) o o _ C S

1

Basic garnings' per share (EPS) is computed by dividing net income by the number of baSIC shares Basic ‘
shares are the total of the common shares outstanding .and the equivalent shares from obligations presumed -

payable in common stock, both. weighted for the average number of days outstanding for the period. Basic shares

exclude the dilutive effect of common shares that could potentially be issued due to'the exercise of stock options,
* vesting of restricted shares, or satisfaction of necessary conditions for contmgently issuable’shares. Diluted EPS
T s computed by dlvxdmg income by the dtluted shares which are the total of the basic shares outstanding and all
potentlally lssuable share$, based on the: wetghted average days outstanding for the penod we

s
PR

" For the years endéd December 31, 2006 2005 and 2004, the components of basic and dlluted shares (shown
in thousands and based on the weighted average: days outstandmg for the periods) are as follows

J
L1

’J. S T 2006 2005 2004

Common shares outstanding . .......... ... e, S 52,561- , 49,422 ' 46,447
Business combination obllgauons pavable in a fixed number of . .
shares .......... FE S N 429 - 589 740
Basic shares -...5.0 . . i.oiiiis PRI Ciea.... 52990 50,011 47,187
Employee stock options . .......o..vriiininen... e .. 728 - . 1,018 1,783 -
Restricted shares and stock units . ..., S e 558 733' 1,146
-~ Business combmatlon obhgattons payable ina ﬁxed dollar amount of K
shares ....... 0. .. 0 i PRI e e 252 *1363 —
: Contmgently 1ssuable shares ....... e R 175 215~ 131
Diluted shares .. 1. ...t P S 54,703 52,390 50,247

s . -

e For the years ended December 31, 2006, 2005 and* 2004 the Company had stock options of 0.3 mllllon
0.3 m1lhon and 0.2, mlllton respectwely, which were excluded from the computauon of dtluted ‘shares. The
shares were excluded from the diluted share computatton because these shares had exercise prices greatér than

- the average market price and the 1mpact of mcludmg these options in the diluted share calculanon would have™

been antidilutive. - . (e R
i - e ,' . . ' .. 3

% 'In connection wuh certain business acqu1s1t10ns the Company is obllgated to issue a certam number. of

shares of its common stock. Obligations to issue a.fixed number of shares are included in the basic earnings per
share calculauon Obllgauons to issue a fixed dollar amount of shares where the number of shares is based on the
tradmg price of, the: Company 5 shares at the time of issuance are.included in the dtluted earnings per share:

calculauon . - S R

L : .

In accordance w1th SFAS No 128, “Earnings per Share,” the Company uses the treasury - stock method to
calculate the dilutive effect of its:common stock -‘equivalents should they vest. The exercise of stock options or

vestmg of restricted shares and restricted stock unit shares triggers excess tax benefits or tax deficiencies that

reduce or increase the dilutive effect of such shares being issued. The excess tax-benefits or deficiencies are
“based on the dtfference between the market price of the Company’s common stock on the date the'equity award
is exercised or vested and the cumulauve compensauon cost of the stock opt1ons restncted shares and restncted
stock umts Sa .

F
LR

7. S']‘OCKHOLDERS’ EQU[TY )
In September 2000, the Securities and Exchange Commission issued Staff Accountmg Bulletin No. 108
(“SAB-1087). SAB 108 was issued to provide interpretive guidance on- how the”effects of the carryover or

S T F-16
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-reversal of prior. year mrsstatements should be considered in quantifying a current year ‘misstatement. The -

provisions of SAB.108 are effectrve for the Company for its December 31, 2006 year-end. The Company adopted
SAB 108 during|the fourth quarter of 2006 and accordingly; the Company recorded a-$5.8 million, net of tax,

cumulative effect of accounting change to accumulated -deficit as of January:1, 2006. The ‘$5.8- million
cumulative effect of accounttdg change related to certain payments in connection with ‘previously disclosed
acquisitions and revenue reeogmnon related to a long -term claims processmg engagement The cumulatlve effect:
" of accounting change related to payments in connection with previously disclosed acquisitions aggregated 544

million. The Corlnpany has determined that such payments previously determined to be purchase:price'were = -, .

compensatory in nature. The net income impact of the additional compensation expense would have Jbeen $0.2

million in 2002, $1 3 million i in 2003, $1.5 mllhon in 2004, and $1.4 million in 2005. The cumulative effect of ,: .

the accounting change related t:o the revenue recogmt:on of a long- -term claims processing engagement was $1 4
ml]llon If revenue had been recorded correctly, net 1ncome would have been reduced by $0 8 mllhon in 2004_
and $0 6 million in 2005 The etl'ror related to an madvertent acceleratton of revenue based on btllmg terms

' The Company did not have any preferred stock transactions du'ring the year ended Uecember 31 2006,

In connecuon with the Precept acqursmon the Company 1ssued 636,000 shares of i its common stock valued:
at $12.0 million at the time of cllosmg As part of the purchase price of other acqulsltrons made during 2006, the
Company issued 177 000 shares of its common stock., R -

In January 2006 in connqctton with the acqutsmon of Tucker Alan, Inc. (“Tucker”) Wthh occurred on
January 30, 2004 the Company, lssued 340,000 shares of its common stock, the last of three annual installments
of the purchase pnce During the year ended December 31, 2006, the Company issued 333,000 shares of its

common stock in|connection w1th deferied purchase price obligations of other acquisitions made during previous

years.

PR Lot e PRI
"o, Pl S ¥ 1

During the first quarter of; 2006 the Company issued 265 000 shares.of restricted stock to employees to
of their 2005 [annual mcentrve bonus The shares of restncted stock . vested dunng the, third

;atisfy a portion
quarter of 2006.

The Company had a net excess tax benefits of $4.3 million on stock options exerc1sed and restrlcted stock l

awards vested duflng the year ended December 31, 2006. . . Lo

S T

' During 2000, the Company granted 200 000- shares of stock, apprecnatlon nghts Dunng 2004 two—thlrds ‘of
the 200,000 sharels were exercised and $2.4 million in cash was paid for the accumulated apprec1at10n in stock
value since grant date. During|2003, the remaining one-third of the 200,000 shares was exercised "and’ $1.4
million was paid for the accumulated appreciation in stock value since grant date. As of December 31, 2006,
there were no stock appreciation/rights outstanding.

Stock Appreczatton Rtghts

R a'

Stockholder Rights Plan -

On Decembe}r 15, 1999, the Company s Board of Directors adopted a Stockholders Rtghts Plan (the “nghts
Plan”) and declared a dividend distribution of one Right.(a “Right”) for each outstanding share of coinmon stock,

- to stockholders of record at the c':lose of business on December 27, 1999. The description and terms of the Rights

are set forth in a Rights - Agreement (the “Rights Agreement”) between the Company and LaSalle Bank, as ’

" successor Rights Agent Each- Rrght will entitle its holder, under certain crrcumstances descnbed in the Rights

F-17




'8 SHARE BASED COMPENSATION EXPENSE

"the compensation for the recipients.

'NAVIGANT CONSULTING, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINAN CIAL STATEMENTS {Continued)

Agreement, to purchase from. the Company one: one~thousandth of a share of its Series A Junior Pammpanng
Preferred Stock, $.001 par value at an exercise price of $75 per Right, subject to adjustment. The nghts are not
exercisable until.the Distribution Date (as defined inthe Rights Agreement) and will expire at the close of

business-on December ]5 2009, unless earlier redeemed or exchanged by the Company
| k]

Summary

On June 30 1996, the Company adopted a Long-Term Incentlve Plan (the “1996 LTIP") that provides for

- common stock, common stock-based and other performance incentives -to employees, consultants, directors,

advisors and 1ndependent contractors of the Company On May 4, 2005, the Company’s shareholders approved,

“at the 2005 Annual Meeting of Shareholders, ‘the 2005 Long-Term Incentive Plan (2003 LTIP” ‘and, together

with the 1996 LTIP the “LTIP”). The 2005 LLTIP provided for an additional 5.25 million shares of the
Company’s ‘common stock available to be 1ssued under the plan. In November 2001, the Company adopted a
Supplemental Equuy Incentive Plan (“SEIP”) to retain and recruit certain middle and senior-level employees and
to optimize shareholder value. The SEIP only provides for the grant of nonqualified stock options. The SEIP did
not requlre shareholder approval; therefore it was not voted on or approved by the Company’s stockholders
I

The purposes of the plans are to (1) align the interests of the Company’s shareholders and recipients of
awards under the plan, (2) attract and retain officers, other employees, non-employee directors, consultants,
independent contractors and agents, and (3). motivate such. persons 1o act: in“the long-term-best interests of the -
Company s shareholders. The incentives offered by the Company under the plans are an 1mportant component of

t

Share-based Compensatwn Plans

The share-based compensation plans use restncted stock, stock options, and an employee stock purchase
plan to provide incentives to the Company’s employees. .

Resrricted Stack Outstana'mg

As of Decernber 31, 2006 the Company had 2. 0 million resmcted stock and equivalent units outstandmg at
a 'weighted average measurement price of $19.07 per share. The measurement price is the market price of the
Company's common stock at the date of grant of the restricted stock and equivalent units. The restricted stock
and equlvalent units were granted out of the LTIP. The ‘majority of the awards outstanding at December 31 2006
vest over four years in 23 percent annual installments from the grant date.

+
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. The following table summarizes restricted stock actwlty for the years ended December 31 2006, 2005 and .-

2004: | _ R
2006 - 2005 ST 2004 L
i - Weighted .+ Weighted _ I Weighted
Number average Number- . average .~ Number average =« -
of shares  measurement  of shares  measurement - of shares.- " measurement
(0005} date price . {000s) K date price (000s) date price
Restricted stock and ’ ' N ;
equwalents )
outstandlng at . P ‘ -
begmmng of year . 1,562 $16.45 - 1,691 $10.38 1,973 . $.572
Granted . ........... 1,602 - 1973~ LI77 24,18 - . 732 - 2028
Exercised (vested) .... ; (985) 15.79 . (1,104} - 1561 . . (989) 8.13
Forfeited .|.::....... ' (216) 1933 . - (202) 15.83 ~(25) . - 1646
Restricted stock and ’ ' '
equivalerl‘ns -
outstanding at end of : : o -
year ..l .. ... 1,963  $19.07 1,562 $1645 -~ L1691  $10.38

As of December 31, 2006 the Company had $24.9 million of total compensation costs related to the

outstanding or unvested restnc}ed stock as of December 31, 2006 that have not been recognized as compensation
expense. That amount will be recogmzed as expense over the remammg vesting periods. The welghted average
Vremammg vestmg period is two years.

The following table summarizes information regarding restricted stock outstanding at December 31, 2006:

" Weighted
Outstanding | average
shares - measurement
Range of measurement date prices (000s) , . . .tdate price
$0.00]-$9.99 .....l...... PO 177 $ 5.40
$10.0p 1000 e 1,138 . 19.25
$20.09andabove TR 648 22.49
Total ..o 1,963 $19.07
Stock Opnons Ouistandmg ,

- As of December 31, 2006 the Company had 1. 9 million stock options oulstandmg at a weighted. average o

exercise price of $9.13 per share As of December 31, 2006, 1.7 million stock options were exercisable at a
weighted average exercise pl‘llce of $8.03 per share. As of December 31, 2006, the intrinsic value of the stock
options outslandmg and stock options exercisable was $22.3 million and $22.0 million, respecnvely, based on a

market price of $19.76 for the Company's common stock at December 31, 2006. g . . "
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: . The following table summarizes stock option activity for the years.ended December: 31, 2006, 2005 and

20Q4: '
o A, . 2006 2005 2004
T, o R Weighted Weighted Weighted
. o ., *' - Number =~ average Number average - Number -average
e e L - A of shares !  exercise . of shares exercise of shares exercise
U . (000s) « . price - (000s) " price (000s) price
Options ocutstanding at ~ L | :

- . beginningof year ... ...... 2395 % 821 3,065 $ 731 4305 $ 595
Granted ............. . e 82 +19.73 65 25.60 157 21.14
Exercised ................ .. (520) i 6.03 - (613) 4.75 (1,347) - 4.52
Forfeited or exchanged ..:..:. . 40) '; - 16.25 (122) 8.69 (50) © 8.55
Opiions oulstanding'at end of ! o

yearl ....... T . 1917 ., $9.13 2,395 $ 8.21 3,065 $ 7.31
Options exercisable at year - : N
end......... ...l 1,737 $ 8.03 2,110 $ 731 2,322 $ 654
The following Fablé ‘summarizes information regarding stock options outstanding at December 31, 2006 and
2005: ‘ T : R
B ) Y o : 2006
o o r ' Weighted  Remaining -
OQutstanding average . exercise
: ’ shares exercise period
Range of exercise prices ) . (000s) - price . (years}
$0.001083.74 ... .. .. e 244 $ 3.68 4.4
‘ 8375008499 L 743 3.94 37
$5.00 to $9.99 .. e e A 456° 6.21 5.6
$10,00t0 $19.99 .. ... e 188 17.40 4.8
$2000andabove ........ ... ... .. e, 286 26.52 3.1
CTotal L. 1,917 $9.13 43
- L et 2005
Weighted Remaining
Outstanding average exercise
] ] . . shares exercise period .
Range of exercise prices , (000s) price (years)
. $0.00t083.74 . ... e 279 $ 3.69 5.6
A 8375108499 ... ..., 1,018 395 4.6
o ot $500t08749 ... ... 498 6.12 6.5
g $7.50108999 ... e 152 8.67 5.0
. $10.00andabove ..................... .. 448 22.87 4.6
" sTotal .............. . b 2395 $821 52
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fu

The following fable summarizes information regarding stock opuons exercisable at December 31, 2006:

Range of exercise prlces

$0.00 to $3 74
$3.7510 $4 99
-$5.00t0 $9 99 ..
$10.00 to $19.99
$20.00 and above ...

o Weighted’.  Remaining

: Outstanding - average exercise .
shares exercise " period
T - (000s) -price (years)
......................... 244 . $ 3.68 4.1
......................... 743 394 37
......................... 436 6.17 3.3
......................... 100 " 16.00 " 42
.......................... 214 27.25 26
........................... 1737 - .$ 803 .. .41

The followmg table summarizes the 1nformauon regardmg stock opuons outstandmg by each pl.m the

Company had as'of December 31,I 2006 e
! We:ghted T Shares
Qutstanding - average ' remammg available.
. . shares o exercise for future issuances
Plan category |, (000s) price . o (000s)
LTIP .o b e . 1747 3:886 2,798
SEIP. .|l SO0 81192 195
Total ROUTTT RUSTUUTR 1917 $9.13 - 2,993
. LT W oo = b _

Shares issued

from the LTIP

are new shares, and shares issued from the SEIP are issued from treasury.

Share-based. Compensanon Expense

" Total shal"_e based gompensa

.o B 1

Amomzatlon of resmcted stock awards
~»: Fair value adjostment for vanable accounting awards
' Other share-based compensatlon expense

ion expense consisted of the fo]lowmg (shown in thousands)

. | .
Discount given on émployee stock purchase transactions through the -

“Company’ s: Employee Stack Purchase Plan.
Stock option expense under ISFAS No. 123(R)

* Total share -based compensauon expense

2006 . 2005_ : 2004

........................ $10,894 $8,824 $7.678
............... TH6D)  (305) 1911
....................... 830 - 560 —_
...................... -'909 — —
................... 1,089 . —- i =
............ ‘ $l3,66| $9 079  $9.589

Share-based compensatlon expense attributable to cost of services before relmbursable expenses was $10.3
million, $7.5 million and $6.7 million for the years ended December:31, 2006, 2005 and 2004, respectively.
|
: Share-based compensation expense attributable to general ‘and- administrative expenses ‘was $3.4 million, $1.6
million and $2 9 mllhon for the years ended December 31, 2006, 2005 and 2004, respectively.

Income tax beneﬁts recorded in the accompanying statemenlq of income related to share based
compensation expense for the yealrs ended December 31, 2006, 2005 and 2004 was $5.9 million, $3.8 million and
$3.9 million, respectively; assuming an effective income tax rate of ‘43 percent, 42 percent and 41 percem

respectively.
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During the yéars-cnded December 31, 2006, 2005 and 2004, the- Company received $9.1 million,” $8.7
million and $7.8 million of cash from employee stock option exercises and employee stock purchéses.
Additionally, during the years ended December 31, 2006, 2005 and 2004, the Company generated excess tax
benefits of $4.7 million, $5.9 million and $13.1 million, respectively, related to these transactions:

Employee Stock Purchase Plan

- During 1996, the Company implemented a plan (the “1996 ESPP") that permits employees to' purchase
shares of the Company’s‘common stock each quarter at 85 percent of the market value. The market value of
shares purchased for this purpose is determined to be the closing market price on the last day of each calendar
quarter. During the years'ended December 31, 2006, 2005, and 2004, the Company issued 287,000, 291,000 and
107,000 shares, respectively, of its common stock related to employee stock purchases under the 1996 ESPP.

On May 3 2006, at the Company’s Annual Meeting of Stockholders, the Company’é stockholders approved

a new employee stock purchase plan (the “ESPP™) that will become effective on‘January 1, 2007. The new ESPP
will expire on’the ‘date that all of the shares available under the new ESPP are issued' to employees.-The
maximum number of shares of the Company’ s common stock that can be issued under the ESPPis 2.5 mllllon
shares, subject to cerlam adjustments. .

]

Farjthle Ylear‘E"nded Dqumbqr.?], 2006 r' . ‘ ,[ l _ -_, . ‘ , .

'
.

-In ‘accordance with SFAS No. 123(R), thé Comp'any. recognizes compensation expense for the unvested
portion of previously granted awards and all new awards granted after the adoption date over the respective
vesting periods. The Company had 300,000 stock options that were unvested as of January 1, 2006. The
remaining 2.1 million stock options oulstandmg at January 1, 2006 were fully vested. The Company used the
Black-Scholes-Merton option-pricing model to estimate the fair value of the unvested stock options. The
Company assumed an estimated 15 percent forfeiture rate for these stock options. The Company recorded
$800,000 in share-based compensation expense related to these unvested options during 2006, and expects to
record $700 000 over the remaining vesting period from 2007 to 2009 :

“The Company granted 82,000 stock options during the first quarter of 2006 and there were no other options
grants during the remainder of the year. The Company'recorded $280,000 during the year ended December 31,

-2006 related to the fair value of these options, and expects to record $580,000 over the remaining term. For

purposes of calculating compensation cost under SFAS No. 123(R), the fair value of each option grant is
estimated as of the date of grant using the Black-Scholes-Merton option-pricing model. The Company used its
historical stock price volatility for purposes of estimating the stock options’ fair value. The weighted average fair
value of options granted and the assumptions used in the Black-Scholes-Merton option pricing model were as
follows:

_ 2006
Fair value of opnons granted .................. PR e $10.52
Expected volatility .. ... e T e . 640%
Risk free interest rate . ............ e 4.3%
Forfeiturerate .. ................. e e - 0.0%
Dividend yield ........ ... .5. ... . .......... e 0.0% .
Contractual or expecled lives (in years) e U S heee ' 42

The Company estimated a zero forfeiture rate for these stock opuon grants as the awards have short vestmg
terms or have a low probability of forfelture
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued)

Share—based compensauon expense is recorded for restricted-stock awards-on a straight-line basis over the’
vesting term based on the fair val{xe at grant date. The agreéments for certain restricted stock awards outstandmg
at December 31, 2006 contain provisions that allow for an acceleration of vesting if the Company achieves a
certain.level of fi ndncral perform'clmce Accardingly, the Company may. accelerate the unamomzed ‘compensation

: expense rélated to those awards and, therefore, the Company may experience varlauons in share based -

‘compensauon expense from penod to perlod
. s
In addition, share -based compensauon expense lS Eecorded for certain stock options and stock apprec:anon
nghts ( vartable ac'counttng awards™) that have been awarded to the Company’s employeés and are subject o
variable accountmg treatment. As of December. 31, 2006, the Company .had less than 25,000 shares that were
subject to variable accounnng treatment. Compensauon expense {or credit) for these variable accountmg awards
is recorded, on a cumulative basis, for the increase (or decrease) in the Company’s stock price. above the grant
date fair value L e
.The_';Co_rnpany treats its ESPl’ as compensatory under SFAS No 123(R) and records the purchase discount .
,from market price|of stock purchases by employees as share- based compensation expense. Previously, the

Company followed Accounting |Principles Board. (“APB”) Opinion. 25, “Accounting for Stock, Issued to

Employees™ as it related to employee stock. purchase plans and did not record an expense for any, discounts. "y

e

Upon adopuon of SFAS No. 123(R) an entity that had a polrcy of recognizing the effect of forfe1tures only
as they occurred, as the Company did, is required to estimate the number of instruments outstandmg for which,
the requtstte service is not expectcd to be rendered. SFAS No. 123(R) requires a cumulative effect of a change in
accountmg pnnc1pl'e to be. recogdtzed for the difference between compensation costs recogmzed to date using
actual forfeitures and the costs that would have been recognized to date using estimated forfeitures. The
Company did not Irecord a cumulative effect of a change in accounting principle due to the 1mpact bemg
insignificant. . . : o N : :

SFAS No 123(R) amended FASB Statement No. 95,. “Statement of Cash Flows to specrfy the
classrﬁcauon in cash flow statements of the tax beneﬁts realized from share- based payment arrangements. SFAS
No. 123(R) requrresl that the amortmt of the tax benefits reported as an addition to, .or deduction from; additional
paid-in capital be rleported as.a financing activity rather than an operating activity. In accordance with SFAS
No. 123(R), the Colnpany now clz'tssrﬁes the excess tax benefits from issuances of common stock as a financing
activity. Y U o

The adoption of SFAS No. 123(R) does not affect the Company s net cash ﬂows but it does reduce net
eamtngs and net eammgs per share both hasrc and diluted. ‘ '

For the l’ears Ended l’)ecember 3{ 2005 and 2004

Prior to'the adoptlon of SFAS No 123(R) the Company accounted for share-based compensation using the -

intrinsic value basetl'l method, as p:rescnbed under APB Opinion No. 25 and related mterpretanons for its share-
based compensatlorlt plans for- optllon and restncted stock awards, Accordmgly, prtor to- the adoption of SFAS
No. '123(R), no share-based compensauon costs had been recognized for those option grdnts where the exercrse

price was equal to the fair market value of the underlymg common stock on the date of grant
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.- 'The followmg table 1llustrates the effect o‘n net income ‘and earmngs per share if the Company had apphed
the falr value recogmtlon pr0v1s1ons of SFAS No. 123(R) to-all awards S . ; *., <
e o Ce o : _ : 2005, . 2004

" Netincome, as reponed ........ o B SR “ $49.856  $40,375
. Add: Share-based compensation expense mcluded in reported net income, net ' t
of related taxeffects .2...... ... oo ool 5,266 5,658
.. Deduct: Total sharé-based employee compensanon expense determined under
-L.'," _ fair value based method for all awards net of related tax effects e " (5,955) (6 441)
Proformanetmcome ....... F T Ty e ', $49,167 ]$39592
Eammgs pet. share l { : - - = ::"'i .-.. ' ‘ ! - . é f'q—...
Basic, asreported Cieede AP P S Ll 8100 $"Q.86. o
Ba51c proforma ................ P ... $ 098 '$ 084% -
Diluted; as reportéd ..%........... P $ 095 'S 080
S Dlluted pro forma e e e, $ 0 94 - 8 0 79

For purposes of calculatmg compensauon cost under SFAS No. 123, the falr value of each option'grant is
estimated s of the date of ‘grant using the Black-Scholes-Merton option-pricing model. The weighted average

* fair value of opnons grantecl and the assumptlo?s used in the Black- Scholes-Merton opuon pncmg model were as

The components of accounts receivable as Yof December 31 were as follows (shown in thousands)

. 'follows o ‘ Vo _ ‘ g
AT e . o : _’ T 2005 12008 .
Fair value f options granted . e e O P cooet $9.70 $8. 22 g ‘ :
"Expected volatility .. ... ...... O S S e 64%  59% .
Risk free interestrate :...... P 43%  3.6%
Forfeiture rate . .. ..o u vt e 15% 15% .
 Dividendyield ........................ T 0% 0%
. C,ontractual orexpected lives (years) ............. ... ..ol - 4.2 48 -
9 SUPPLEMENTAL CONSOLIDATED BALAN CE SHEET INFORMATION .
Accounts Recezvable ' _ I l . : : . . s

o . ! ) . _ 2006, - 2005 |
Billed amounts™. .:..0.... . S B P C... $132,566  $107,882 )
.Engagements in process ........ T e . 53358 57,661
Allowance for uncollectible accounts ™. . ! A e (17,862) (19.927) -

' SR o S s168062 '$145,616
' ] st .

Recelvables atmbutable 0 engagements in process represent balances accrued by lhe Company for serv1ces,
that have been performed and earned but ha\ge not been b1lled to the cllent B1]]|ngs are generally done ona
monthly bas:s for-the pnor month’s serv1ces o S

o . .. . . S e

" Accounts-receivable, net of the allowance for uncollecuble accounts, was $98.7 rmlhon for the DlSpUte

lnvestlgauve & Regulatory Advisory Serv1ces and $69.4 million. for the Business, Financial &. Operanonsl -
Advisory® Services at December 31; 2006, compa:ed with $69.7 mllllon and $75.9 million, respectlvely, as of )
December 31, 2005. X , o , o
B F24 : o e
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NAVIGiANT CONSULTING INC AND SUBSIDIARIES
’ NOTES TO: CONSOLIDATED F INANCIAL STATEMENTS (Contmued)

v

-u..

LI 4

‘) .

s 401 2005, the- Company sold, at a-discount- from book values “certain receivables. and fixed assets
E to a group of: seniof consultants,| who departed from the Company As part of the agreement, the Company
ts "‘*r;transferred certain client engagem

: qutpment as of December 31 cons1sted of (shown m thousands) .-

2006 2005
$-3555 § 3,555
48,334 44,095
18,696 14,912 ¥
31,458 --22457 -
102,043 85,019
(50,879) © (42,699)

$ 51,164 $42320

The components of other current liabilities as of December 31 were as follows (shown in thousands)

2006 ‘ " 2008
Deferred busmless acqulsmon obligations ... ......... ... ... . 0t .$ 6,177 $15,655
. Deferred" revenue . ... ... Y EEEETITTT © 13426, 11,722
‘Deferredréni & .. ... ... ... ... e I 929 602
cher habrltttes AP AR R e -~ 288 - 1,731
) : -$23,421 $29,710

stock in February 2006

Dunng the quarter ended Mc

)

: The deferred busmess acqutsttlon obligations of $62 million at December 31, 2006 consisted of cash
(obhganons and- ﬁxl:d monetary obltgatlons payable in shares of - the Company s common stock. The liability
“E .+ amounts for deferred business acqmsmon obligations- have been discounted t0. net -present value. ‘As of
Decernber 3]' 2006 the Company was obligated to issue shares of the Company’s common stock amounting to
$2 6 m11hon The number of share|s to be issued is based on the trading price of the Company’s. common stock for
Toa penod of: trme ;prior to the issuance dates The deferred busmess acquisition obligations’ of $15.7 million at -
December 31,.2005I primarily con:srsted of $10. 0 mllhon for the Tucker acquisition, which was paid in cash in
January 2006: and '$1.6 million for the CBW acquisition, which was paid in shares of the Company’s common

arch 31, 2006 the Company reclassnﬁed the long term portion of its deferred -

rent [from: Other Curlrent Llablhttes fo OtherlNon Current Lrabtlmes Accordmgly, for comparative purposes, the

amount reported at December 31

2005 of $5.4 million-was reclassified. The long-termy portion of deferred rent

) relates to- rent credtts on lease arrangements for the Company s office facnhtles that expire at various dates

" performed and earned

through 2017,

-44‘.‘
F

iy e

; 'Deferred revenue represents advance billings, by the Company to lts clients, for services that have not-been

a3
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NAVIGANT CONSULTING, INC. AND SUBSIDIARIES
NOTES ;To CONSOI_;IDAT];ED FINANCIAL STATEMENTS (Continited)

OtherNon Current Liabilities o

= . The compenents of other non- current hablhues as of December 31 were as follows (shown in thousands)
o ' . : : 2006 - 2005"-’.'

" Deferred business acquisition obligations ... . LT : $2,294 $ 5, 977 - 1
Deferred rent—long-term .. ...... . S 6,508 .5 375
Other non-current liabilities ........ PP e e 2,288 ) 3 7

. $11,090 ‘$11,355,, \

The deferred business acquisition obhgauons of $23 million at December 31, 2006 consrsted of cash-

obhgauons and obligations to issue a fixed dollar amount of shares of the .Company’s common stock The
liability amounts for deferred business acqulsltlon obllgatlons have been discounted to net present value As of,
December 31, 2006, the Company was obhgated to issue shares of the Company’s common stock amountmg to
$1.6 million. The number of shares to be issued is based on the trading price of the Company’s common stock for

a period of time prior to the issuance dates. 'I'he deferred business acquisition obhganons have due dates through -

November 2008 i ; . .- -
1 § !

Nores Payable——-Currem and Non Currem

As of December 31, 2006 as part of the purchase price for the Precept valuSlthn the Company executed a‘

$4.8 million note payable, adjusted for currency exchange translation. The note payable is due in March 2008 -

with interest payable quarterly at an annual interest rate of 5.6 percent. As part of the HP3 aequisition; which
occurred on November 30, 2006, the Company executed a notes payable, which is due in two equal installments
on the ﬁrst and second anniversary of the closirig date with interest at an annual rate of 6.4 percent.

. I ; ; o T
10. SUPPLEMENTAL CASH FLOW INFORMATION ' L
2006 Non-Cash- Transacnons , . o N

During the year ended December 31, 2006, as part of the purchase price agreements for acquired businesses
during the period, the Company entered into commltments totaling $1.9 million of deferred cash payments and’

"$1.7 million of deferred stock lssuances In addmon as part of the purchase price for the Precept and HP3, -

: acqmsmons the Company issued notes payable of $4.3 million and $2.0 mllllon respectively.’

B

2005 Non- Cash Transar:tions

During the year ended December 31, 2006 as part of the purchase price agreements for acquired busmesseS'

the Company entered into commitments 'to 1ssue shares of its common stock, with an aggregate value of $16.7 .

million at the closmg dates. The commitment related to the CBW acquisition, which occurred: on February 8,
2005, included-$9.5 million in shares, valued bt the closing date, payable'in three equal annual installments on
the first, second and third anniversaries of the closmg date. The commitnient related to the Hutchison. acqulsltlon'
which occurred on July 15, 2005; included $4. 3 million in shares, valued at the closing date, payable in two equal
installments on the first and second anmversanes of the closing date. The LAC acquisition, Wwhich occurred on
August 9, 2005, included $1.9 million in shares valued at the closing'date, payable in three equal mstallments in
August 2006, 2007 and 2008 CT

‘g N . - . R e L Lw vy
. R .

F

2004 Non-Cash Transactions

Durmg the year ended December 31 2004 as part of the purchase price agreements for acquired businesses,

the Company entered into a $25.0 million deferred cash payment commitment and $16.0 million deferred stock .

i
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X “NAvriG'lsNT CONSULTING, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Coritinied)

issuance. In addmon the Company lssued 0.5 millioni shares of its common stock wnh a value of $8.4 million at
closmg : . N ‘

Durmg .the year ended December 31, 2004, the Company. recorded goodw1ll and acquisition earnout
obligations. of $l"5 2 million related to purchase agreement prov1s:ons of "certain busmesses acquired in prlor
years. T ' '

During the year ended December 31, 2004, the Company recorded assets and liabilities of $0.8 million
related to computer software. The liability was payable in two equal installments, in May 2005 and May 2006.

‘vvl« - -

Other lnformanon

L . [

Total mterest| pa1d during the years ended December 31,2006, 2005 and 2004 was $4.3 million, $2.7 miltion
and $1.1 million, respectwely Total income taxes paid during the years ended December 31 2006, 2005 and
2004 were $35 4 million, $23.7 million and $15.1 million, respectively. Son

11, LEASE COMMITMENTIS

The Company léases its office facilities and certain eqmpment undér operating “lease arrangements that
expire at various "dates through 2017 The Company leases officé facilitiés under non-cancelable operating leases
that mclude fixed'or mlmmum payments plus, in some cases, scheduled base rent increasés over the terms of the
leases and add1t101|1al rents based on the Consumer Price Index. Certain leases’ provide for monthly payments of
real estate taxes, insurance and other operating expenses apphcable to the property. Certam of the Company’s
leases contain renlewal provnsmn's In addition, the Company leases equ1pment under non- cancelable operating
leases .
Lok

Py

*Future mmtmum -annual lease payments for the years subsequent to 2006 and in the aggregate are as follows
‘(shown in thousands) .

Year ending December31 . ’ ' '( P " Amount
2007 . e e S ‘$ 21,137
2008 ... Lo, U T Vel ... 20,508
2000 ..l SR L 17201
2010 ... S . L 16,124
2000 14,953
‘Thereafte T RO i PP AR e DT 33747

$123,760

.Rent expense|for c;perating leases was $26.4 million, $22.1 mll]lon and $18.6 million for the years ended
December 31, 2006 2005 and 2004, respeclrvely

-

12. BANK BORROWINGS ', SRR - - .

I

As of December 31, 2006, the Company malmamed an unsecured revolvmg lme of ‘credit agreement for
$200.0 million, Wthh expires. 1nI November 2011. On November :15, 2006, the Company-amended its line of
credit facility from $175.0 millian to $200.0 million, with the option to increase the facility to $350.0 million.
The amended line ‘of credit allov{fs the Company to borrow in multiple currencies. In addmon ‘the amendment

extended the matunty of the agreement from July 2008 to November 2011, '
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As of December 31,2006, borrowings under the revolvmg line of credrt agreement bear mterest based; at

‘the Company’s option and based on the currency borrowed, on either (1) the higher of the prime rate as.defined

less 0.15 percent of the.determined prime rate} or (2) London Interbank’ Offered Rate (LIBOR) plus 0.475
percent. The-line of credit agreement requires the Company to maintain a predetermined ratio of interest and debt -
coverage. The Company complied with the terms of its line of credit agreement as of December 31, 2006 and )
December 31, 2005..As of December 31, 2006, the Company had a $33.6 million balance outstandmg under the
line of credit agreement compared to $40 8 mlll]()ll as of December 31 2005.

At December 31' 2006 ancl 2005, the Company had outstanding letters of credit of $10.7 million and $4.9
million, reqpectrvely The letters of credit outstandmg are to secure various leased office space the Conipany
occupies. The letters of credit expire at various dates through 2009. These letters of credrt reduce the Company’s "
borrowing abllrty under the line of credrt ) -t

1
' . . . -

13, INCOME TA‘XE'S - - ERS
Income tax expense, shown in thousands, consists of the following:
) " For the year ended
" , ' : . December 31,
LA ; PR, L2006 - 2005 2004
Lade s Y .o p p ; e . -
Federal: L _ , SR it ‘
Current ..o e L.l $27290 $24,748° $20,165
Deferred .o viiieein il ........ eiliaei.. 33220 3,222 K 2,463
. Total el e U DI . 30,612 27970 22,628
State v : P . P
CUITENE o s e e PR O S PO SR 6.850 6,619 4,646
Deferred . .....0.....coooiiiinn LA S . 847 T 822 571
Total ......... e T 7697 1441 52170
Foreign: - '.__' * : C : o T
SCurrent YT e 2,802 689 217
Deferred R N PR e e P (725) 2 —
Total ... m i ST e AU 2077 691 217

Total federal, state'and foreign income tax eXpense .............., .. $40,386 336,'102 "$28,062

 Income tax expense differs from the amounts est:mated by applymg the statutory income tax rates to income
before income taxes as follows: .

v ) . ) L For the year ended

i _ ) . b . . . i December 31,
v o ot ‘ ‘ © . 2006 2005 2004
" Federal tax expense at the statutory rate ...... e e 35.0% 35.0% 35.0%
State tax expense at the- ‘statutory rate net of federal tax benefits .. ........ .. ... ... .. 55 34 50
Foreigntaxes ... ......... ... e e R U P Lo« 14 .07 02
Effect’of non-deductible meals and entertamment eXpense . ... .. P 07 06 06
Effect of other: transactions, net ............. R T R R 06 02 02
oo ' B 43.2%41.9% 41.0%

F-28




_' o | B N?VIGANT CONSULTING INC. AND SUBSIDIARIES
NOTESaTO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

) The tax benofits assoc1ated with restncted stock, nonqualified stock options.and disqualifying dispositions
| of mcentwe stpck options reduced taxes payable by $4.3 million, $5.9 million, and $13.1 million in 2006, 2005
: and 2004 respectlvely ‘Such benefits were recorded as an increase to additional. paid-in capital in each year.

-
v

. Deferred income taxes | result from ’temporary differences between years in the recognition of certain

dlfferences (shown in lhousands) are as follows

LT [T . n

' 7 ) ' " December 31,

PR . -
' ’ : 2006 2005
Deferred tax assets (liabilities) attributable to: :

Allowance for uncollectible receivables < ......................... $ 5604 3 43883
Dcfen‘l'ed révenue .. *l ....... TR e 3,865 2528

Deprec1at1on and amOrtization . .. ... ... ... ... 718 —
Litigation charge . lﬁ ..................... B PRI — 1,987
Share-based compen?auon PrOgrams . ................... e 5,144 3,432
- Tax credits and capital loss carry forward ....... ... oo 364 1,037
Olher‘_%..j..-- ...... e . 130 15
Deferrod tax assets ' .!. B Toiea.. P PR 15,825 13,882
Acqmsmon costs—domcsnc acquisitions- ', . ... ... ... o, e (15,558) (10,188)
, Acqmsntlon costs—foreign acquisitions ... ...... ..., ... ... ...... (7.152) (402)
Depreciation and amomzatlon ................................... — {654)

: ,l,}“ Change:m accoummg method Cee S - (1,231 —
o Investmems .' AR TR DU e (6) 200)
N Deferreclzi tax liabilities) ... ... ............... B (23.947)  (11,444)
"7 Netdeferred tax assets (liabiliies) ... ........................... $ (8,122) $ 2438

- During 2006, the Company, recorded a valuation allowance of approximately $500,000 related to certain
capital loss canylfo‘rwards that| expired as of December 31, 2006. Additionally during 2006, the Company
recorded a valuatxon allowance; of approximately $300,000 related ‘to certain foreign operating ioss carry
forwards. The Company has not recorded a valuation allowance against any of its other deferred tax assets, as it
believes it is more likely than not that such deferred tax assets are recoverable from future results of operanons

The Company continues to {reinvest any undistributed earnings of foreign subs:dlanes in developing its
: busmess in thosc countries in whnch lhe earnings were generated. There were no unromllled eammgs in 2006.

\
- t .
-f .f‘..-‘..a

ln June 2006, the FASB: 1ssued lnterprotatlon No 48, “Accoummg for Uncertamty in Income Taxes—an
interpretation of FAS Statement No; 109" (“FIN 487). This interpretation clarifies the accounting for uncertainty
, in income taxes’ recogmzed in-an entity’s financial statements in accordance with SFAS No. 109, “Accounting
. for Income Taxes.” It prescribes| a fecognition threshold and measurement attribute for financial statement
- disclosure of tax positions taken orexpected to be taken. _This interpretation also provides guidance on
derecognition, classnﬁcanon interest and penalties, accounting in interim periods, and disclosures. FIN 48 is
effective for ﬁscal gzears begmmng after December 15, 2006. The Company will be required to adopt this
interpretation 'in the first quarter [of. 2007. The Company expects the impact on its consolidated financial
statements to be immaterial
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-

14. EMPLOYEEBENEFITPLANS o ..,;! e S

The Company matntatns proﬁt shanng and savmgs plans and provndes employer—matchmg contrtbutrons for

all parttcrpams _ : L . :

~The Company has a 40lk plan and- ‘matches an amount equal to- 100 percent of the employee’ s current
contributions, up to-a maximum of 3 percent of the employee s total eligible, compensatron and limited to: $5, 100 ’
L}

-_per participant. The Company, as sponsor of the plans uses independent third parties to. provrde admtntstrattve )
services to the plans. The Company has the right to termmate the plans at-any time. The Company’s contributions

to the various plans were $5.0 million, $5.1 mtllton and $4.0 million'in the years ended December 31, 2006 2005 .
and 2004, respectively. , . : . e - oy

The Company has other retiremént plans for its’ forergn subsidiaries’ parttcrpants Dunng the year ended
December 31, 2006, the Company patd $1.3 rnrllton for retirement savmgs related plans i

.

15. RELATED PARTY TRANSACTIONS : o ST e

Governor Thompson one of the Company’s Directors, was Chatrrnan of the law firm ‘of Wmston & Strawn -
"through August 2006, He is currently Senior Chairman at Wmston & Strawn. Winston'& Strawn has provided
legal representation for the Company in the past, ‘and may provrde services:to the Company-in the future. Total
payments related to servrces rendered were less than $0.1 million in 2006 and 2005, and were $0 3 mtllton for

2004 . ; ' ‘ , ) . T

The Company leases office space from Equrty Office Properttes (“EOP") thltam M. Goodyear was a
Trustee on the Board of Trustees at EOP. Mr. Goodyear resigned as a Trustee of EOP. dunng February 2007

During the years ended December 31, 2006, 2005 and, 2004, the Company paid $2 5 ‘million; $3.4 million, and

$2.5 m1lltor| respecttvely, to EOP in connection w1th such space. These leases were executed at market terms
X . . ,{ K . .. B :

16. LITIGATION AND SETTLEMENTS . ‘ . PR
On November 28, 2006, the Company reached an agreement w:th the C1ty of Vemon California to settle for
$7.4 million all claims related to an arbitrator’s, 1nter1m award against the Company in an arbitration proceeding
relating to a dispute with the City. The dtsputel related to certain electric distribution maintenance services that -
the Company provided to the City prior to November 30, 2003. Since then, the Company no*longer provrdes
electric distribution maintenance services: Durmg 2()(}6 the Company pard the $7.4 mrllron settlement and

recorded such payment as a litigation charge. = .
- R

Ve

From time to t1me the Company is party to various other lawsuits and claims in- 1 the ordinary course of
business. While the’outcome of those lawsuits or claims cannot be predtcted w1th _certainty, except as otherwise
described above, the Compary does not believe that any of those addttlona] lawsuits or claims will have a

material adverse effect on the financial condition and results of operatton of the Company. RN

v .. e oy
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- SCHEDULEII -
JREN NAVIGANT CONSULTING INC AND SUBSIDIARIES

) ) L VALUATION AND QUALIFYING ACCOUNTS
T . . sYears, ended December 31, 2006, 2005 and 2004
(amounts in thousands)

2y . " . Balance at .-Charged ‘ . Balance

e ' i T J ' beginning * to, : atend
‘Descnplion N I e g - of year expenses  Deductions(1) -~ of year
Year ended December 31 2006l o TARE '

-' Allowance for doubtful accoums

$l9 927 510,015 _“$(l2,080) $]7,862

Yearended Decémber 3152005 [+« - o DR NG _
el *Allowance for doubtful accoum's" LI i $l3 013» $ 7,987_ $ (1,073) $19,927

o . Year ended December 31, 2004 vy B ©
) Allowance fo'r doubtful accounts e Lo 811,164 8 6,352 $ (4,503) $13,013

( l) Represents wnte offs
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See accompanying report of independent registered public accounting firm.
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Navigant Consulting, Inc.: b

We consent to the incorporation by reference in ‘the registration statements on Form S-8 (Nos. 333-81680,
333-30267, 333-103405," 333-127988 and 333-135022) of Navigant Consulting, Inc. and subsidiaries (the
“Company;") of our reports dated March 1, 2007 relating to the consolidated balance sheets of Navigani
Consulting, Inc. and subsidiaries as of December 31, 2006 and 2005 and the related consolidated statements of
income, stockholder’s equity, and cash flows for each of the years in the three-year period ended December 31,
2006, and the related financial statement schedulé, management’s assessment of the effectiveness of inteinal
control over financial reporting as December 31, 2006 and the efféctiveness of internal control over financial
reporting as of December 31, 2006, which reports appears in the December 31, 2006 annual réport.on Form 10-K'

of Navigant Consulting, Inc.

’

Qur report dated March 1, 2007, on management’s assessment of the effectiveness of internal control over

financial reporting and the effectiveness of internal control over financial reporting as of December 31, 2006, -

expresses our opinion that Navigant Consulting, Inc. and subsidiaries did not maintain effective internal control
over financial reporting as of December 31, 2006 because of the effect of a material weakness on the
achievement of the objectives of the control criteria and contains an explanatory paragraph that states that at
December 31, 2006, the Company did not have effective policies and procedures in place to fully consider the
impact of control deficiencies on the Company’s prior accounting for relevant non-routine transactions that had a
continuing impact on the Company’s consolidated financial statements. As a result, upon’ the identification of a
deficiency in internal control over business combinations during 2006, the Company failed to consider the impact
of this deficiency on its accounting for previous business combinations that were structured in a similar manner.
This material weakness resulted in material misstatements in the Company’s 2006 preliminary consolidated
financial statements. ' ' '

Qur report relating to the consolidated financial statements states \th:gt the Company changed its method of
accounting for share-based compensation awards as of January 1, 2006, and its method for quantifying errors in

2006,

/s! KPMG LLP
KPMG LLP ] 4

Chicago, 1llinois
March 1, 2007
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Exhibit 31.1

P

CERTIFICATION

I, William M. Goodyear, certify th]al:

I
2,

[ have reviewed this Annual Report on Form 10-K of Navigant Consulting, Inc., the registrant;

Based on my knowledge, lhlS' report does not contain any untrue statement of a material fact or omit to state
a materia) fact necessary 10 make the staiements made, in light of the circumstances under which such
statements were made, not m:sleadmg with respect to.the period covered by this report; .

Based on my knowledge; the financial statements, and other financial information included in this report,

d |
fairly present in all material respects the financial condition, results of operallons and cash flows of the’
reglstrant as of and for, the penods presented in th1s report; N

The reg1stran[ s other cemfy:ing officer(s) and I are responsible for estabhshmg and maintaining disclosure
controls and procedures (as d?ﬁned in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reportmg (as defined in Exchange Act Rules 13a- IS(ﬂ and. 15d 15(f)) for the regmtrant and
have: :

a) Designed such disclosure controls and procedures or caused such disclosure controls and procedures to
be designed under our supemsmn to ensure that matertal mformauon relating to the registrant, inctuding its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this relport is being p'repared e

-b) Designed such internal control over financial reporting, or caused such internal control over financial

reporting to be demgncd under our supervision, to provide reasonable assurance regarding.the reliability of
financial reportlmg and the préparanon of financial statements for external purposes in accordance with
generally accepted accounting principleS' o . o :

c) Evaluated the effecuveness of the registrant’s disclosure controls and procedures and presented in this
report our concluswns about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and . e

d) Disclosed in this report any.change in the registrant’s internal control over financial reporting that .
occurred during the registrant|s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of
an annual report) that has materially affected, or is reasonablty llkely to materially affect, the rcg:slram s
mtema] control(over financial Ire:portmg and

The registrant’s other certifying officer(s) and [ have disclosed, based on our most recent evaluation of

internal control over financial. repomng, 10 the registrant’s auditors and the audit committee of the
registrant’s board of dlrectors (or persons performing the equivalent functions):

“a) All qngmﬁcant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are r'easonably likely.to adversely affect lhe reglstrant 5 ablhty to record, process,

‘"

summarize and report fi nancial information; and e . .

b) Any fraud, wlhether or not malcrlal that involves managemem or other employecs who have a significant
role in the registrant’s internalicontrol over financial reporting.

/sf WiLLIAM M. GOODYEAR

 William M. Goodyear
Chairman and Chief Executwe Officer o
March 1, 2007 '
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~ CERTIFICATION
l'I BenW Perks, certlfy that :

1. . Thave rev1ewed this Annual Report onvForm IlO K of Navigant Consultmg, lnc the reglstrant

- ‘
2. Based on'my knowledge this report does not'contarn any untrue statement of a materlal fact or omit to state
" -a-material fact necessary to make the statements made, in hght of the circimstances under whrch such

P L

statements were ade; not rmsleadmg w1th respect 10 the period covered by thisreport; . o

.3 Based on my knowledge, the financial statem!ents and other financial information included in this report
fairly present, in all materlal respects, the financial: condrtron results of operatlons and cash flows of the
reglstrant as of and for the penods presented in th1s report : _-‘ ST _ , 1:. : :

. ot
‘4, The regtstrant ] other certlfymg ofﬁcer(s) and Lare responsrble for estabhshmg and mamtalmng disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d- 15(e)) and internal-control -

‘over financial reportmg (as deﬁned 1n Exchange Act Rules 13a—15(f) and’ 15d- lS(f)) for the reg1strant and
. have ; o 'l‘ . ‘

a) Des1gned such drsclosure controls and. procedures or caused such drsclosure controls:and procedures 1o |
_* be designed under out. supervnsnon ‘10-ensure; ‘that material information relating to.the regrstrant including its
. * ~consolidated subsrdtanes is made known to us by others. within those entities, partlcularly durmg the penod

in which this. report i belng prepared; l S -

S b) Designed such internal control over. ﬁnancral reportmg, or caused such internal control over ﬁnancral
reporting to be desrgned under our. supervrsron to provide reasonable assurance: regardtng the rehabrhty of
financial reporting’s ‘and the preparatron of financnal statements for externa] purposes in accordance w1th
generally accepted accountlng principles; - e, S

c) Evaluated the effectlveness of the reglstrant 5 dtsclosure controls and procedures and presented in [hlS

[N P

f pertod covered by thts report based on such evaluatron and EA A PR .

" d) Drsclosed in this report any change in the reglstrant § mtemal control over fmancral reportlng that

- . occurred dunng the reglstrant s most recent ﬁscal quarter (the regrstrant’s'fourth fiscal quarter in the case of
- an annual report) that has materially affected ‘or is reasonably hkely to matenally affect, the regtstrant s
“internal control over financial reporting; and L S R - ‘ S

5 . .The registrant’s: other cértifying. officer(s) and I have disclosed, based on our most recent evaluation of
" internal dontrol.over financial reporting, to the registrant’s. audltors and the audit ¢ommittee of. the
registrant’s board of d1rectors (or persens perforrmng the equlvalent functrons) i ‘ ;

-a) All significant deﬁcrenc:es and matérial vveaknesses in the desrgn or operatron of 1ntemal control over
financial reporting which are reasonably l1kely 0 adversely affect the regrstrant H] ablhty to record, process
' summarize and report ﬁnanc1al mformatmn and B .oy Tt S

b) Any fraud,twhether or.not material, that mvolves management or other employees who have a srgmﬁcant
.o *role in the registrant’s 1ntemal control over f"mancral reporting, .+ s S

Ced e . : =L
i : : : .
!

E T : o
w7t . . .

/s/ BENW. PERKS

1 5

Exhibit 31.2 ~

"report our conclusrons about the effectlveness of the disclosure controls- and procedures as of the end of the '

Ben W Pérks

Lo

. March [, 2007 - T

Executive Vice Presrdent and Chref Fmancral Ofﬁcer
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T . ‘ "Exhibit 32.1
o Cer"tifica'tion
o Pursuant to 18. Us. c 1350 as adopted by Section 906 of: Sarbanes -Oxley Act of 2002 . . o

= s Each of Lhe undermgned Wl]llal‘rl M. Goodyear Chairman and Chief Execuuve Officer of Navigant _
) and Ben W Perks, Executive Vice President and Chief Financial Officer of the ;

... Consulting, Inc. (the “Company”
.. Company, ha§executed this certi

“Report”) /

v

" 1934; and -

.The mformanon contamed i
results of the Company

ﬁcatlon in connection with the ﬁlmg with the Secunnes and Exchange

! Commlss:on of thé Company s Annual Report on Form 10- K for the fiscal year ended December 31, 2006 (the

/ .
" Each of the unders:gned hereby certifies that:

s/ WILLIAM-M. GOODYEAR,"”

William M. Goodyear '
Chairman and Chief Executive Ofﬁcer
March 1, 2007

/s/ BEN W. PERKS '

Ben W. Perks . , .
Executlve Vlce President and Chlef Fmanc1al Ofﬁcer
March 1, 2007

A . C I . . . .- . A - L
n the iReport falrly pr_esems, in all malenal respects, thqlﬁnancm.l condition and -

; 1_. The Report fully comphes with the requlremems of. Secuon l3(a) or lS(d) of lhe Secunues Exchange Act of ‘ .
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Corporate and Investor [nformatlion

- President and Chief Executive|Qfficer,

|
|
|
|

Corporate Information

Strategic Objective

Qur strategic objective is fo be the premier
professional services provider in our areas
of expertise. We want te be the first organi-
zation eur clients call and the one they turn
to when they face their greatest challenges.

Investor Information

Board of Directors

William M. Goodyear ‘
Chairman and Chief Exccutive Officer

Thomas A. Gildehaus X
Retired Executive Vice Presidelnt, Deere & Co!

|
Valerie B. Jarrett

The Habitat Company

Peter B. Pond
General Partner, Alta Equity Partners

Samuel K. Skinner |
Retired Chairman, President m;zd Chief Exccutive
Officer, U.S. Freightways Cox;poration

Gov. James R. Thompson
Senior Chairman, Winston & IStrawn

|

Executive Management Group

William M. Goodyear
Chairman and Chief Executive Fﬁcer

Julie M. Howard }
President and Chief Operating Officer

Ben W. Perks
Executive Vice President and

Richard X. Fischer
Vice President, General Counsel and
Corporate Secretary

David E. Wartner
Vice President and Controller

Jeffrey H. Stoecklein
Vice President, Corporate Development

Executive Committee

J. Donald Fancher
Vice President and Business Segment Leader:
Dispute, Investigative & Regulatory Advisory

Sharon Siegel Voelzke
Vice President and Business Segment Leader:
Business, Financial & Operations Advisory

Jeffrey B. Green
Vice President, Strategy and
Organizational Development

Avram 5. Tucker
Senior Advisor - Strategic Market Opportunities

Chief Financial Officer k
!
1

“Navigant” is a service mark of Navigant International, Inc. Navigant Consulting, Inc. (NCl} is

not affiliated, associated, or in any way mnnectled with Navigant International, Inc., and NCI's

use of “Navigant” is made under license from Navigan! International, Inc.

Corporate Headquarters
615 North Wabash Avenue
Chicago, Illinois 60611
312.573.5600

www.navigantconsulting.com

Annual Meeting of Shareholders
9:00 a.m. CDT, Friday, April 27, 2007
The Chicago Club

81 East Van Buren Street

Chicago, Ilinois 60605

Investor Relations

Mary E. Rosinski, Senior Manager
312.573.5614

Fax 312.573.5675

Stock Market Information
Common stock is traded on the New York
Stock Exchange under the symbol NCI.

Transfer Agent and Registrar
LaSalle Bank N.A.

135 South LaSalle Street
Chicago, Illincis 60603

Independent Accountanis
KPMG LLP

303 East Wacker Drive
Chicago, Illinois 60601

Legal Counsel

Sidley Austin LLP

1 South Dearborn Street
Chicago, Illinois 60603
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